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AMERICAN CORPORATIONS AND THEIR 
EXECUTIVES: A STATISTICAL INQUIRY’ 


SUMMARY 


I. Subject and methods of the inquiry: Industries covered and 
questions asked, 1.— A pre-war period selected, 7. — Arrange- 
ment of the returns by classes and groups, 9. — II. Stock owner- 
ship by executives: Their salaries, 11.— Extent to which executives 
hold stock in large concerns, 12.— In moderate and small concerns, 14. 
— Stockholdings by relatives or friends of the executives, 18. — Ex- 
ecutive salaries, by classes and groups, 19. — Fixity of salaries; only 
in the long run adjusted to corporate earnings, 20. — Proportion of 
management expense to capital, 23. — Proportion in close corporations 
and in those widely owned, 27. — Rarity of arrangements for bonus 
or profit-sharing, 28. — III. Earnings and surpluses, for all classes, 
30. — For the first class, 33. — For the second class, 34. — Earn- 
ings in the first class more regular but less high, 35. — Dividends and 
surpluses, 37. — Significance of surplus, 39. —IV. The theory of 
profits: Contrast between American and European practice, 40. — 
Two views on theory: the one regarding business profits as a form of 
wages, the other as distinct from wages, 40. — American practice in 
accord with the second view, 42.— European practice, especially on the 
Continent, implies more nearly the first view: The tantiéme, 43. — 
The merits and demerits of the two practices, 48. — Conclusion, 59. 


I 
SuBJEcT AND Metuops oF THE INQUIRY 
THE subject of the present inquiry is business as con- 
ducted in the United States under corporate organiza- 


1. In this investigation the collection and analysis of the data have 
been in Mr. Barker’s charge. We have collaborated in planning the in- 
quiry, in judging of the results, and in preparing the present paper.— 
F. W. T. 
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tion. Until the latter part of the last century the bulk 
of business was in the hands of individual proprietors or 
partnerships. At present, in the undertakings of im- 
portance, corporations have displaced almost completely 
the personally owned and personally conducted con- 
cerns. The central figure of the old days was the in- 
dividual ‘‘undertaker”; today we have the incorporated 
employer, the impersonal enterprise, the corporate unit. 
This at all events is the situation in the United States. 
Business, grown larger and more complex, is no longer 
personal, it is institutional. Incorporated industry un- 
der salaried managers is the order of the day.* 

Further, not only the initial investment of capital, but 
the accretions, take place largely under corporate or- 
ganization and ownership. The growth of capital takes 
place not solely through individual earnings and savings, 
but through corporate measures for its increase as well 
as for its maintenance and salvage. A new situation has 
arisen with regard to the accumulation of capital. 

This course of development has led to sundry ques- 
tions not often considered, not easily answered. Is the 
change from the individual to the corporation one of 
form or of substance? So far as it is one of substance, 
are its consequences the same for large businesses as for 
small? Are the essential characteristics of corporate 
organization and management to be found in the cor- 
porations of small and moderate size as well as in the 
large ones? Are the executives themselves commonly 
large stockholders? Are the driving motives the same 

2. From Mr. W. L. Thorp’s excellent monograph on the Integration 
of Industrial Operation (Census Monograph No. III, 1924), it appears 
that in 1919 nearly nine tenths of the business of American industrial 
concerns was handled by corporations. They employed 86.6 per cent of 
the total number of wage-earners, and their product was in value 87.7 
ae yor of the total industrial product. As regards number of individ- 


establishments, their predominance was of course much less; the 
larger concerns were mainly in corporate hands. 
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for the executives as for the individual proprietors of 
older days? Not least, is the analysis of business profits, 
as traditionally made in the books on economics, in 
need of revision or restatement? 

As regards the growth of capital, other questions 
arise — somewhat different. Are corporate enterprises 
built up in the same way as the individual enterprises of 
former days? Are the returns to corporations stable or 
irregular — greater for large concerns than for those of 
small or moderate size; on the average, high or low? Are 
the wages of management stable or irregular? Do the 
expenditures for management salaries tend to become 
higher or.lower per unit of product as the corporation 
becomes larger? 

Most of these questions have been little considered in 
the literature of economics. Least of all has there been 
concrete and detailed examination of the new conditions. 
Some light might be thrown upon the situation if the 
corporations themselves were enlisted in a painstaking 
investigation of the actual experience of representative 
enterprises. With this in mind, we began some time 
ago a systematic canvas of incorporated manufacturing 
concerns. The inquiry was confined to manufacturing 
concerns, and among them to those producing staple 
goods under free competition. Cases of known or sus- 
pected monopoly were excluded. Except for these re- 
strictions, there was no selection. Our questionnaire 
was sent to large numbers by mail. All returns which 
could be verified have been embodied in our data. 

The inquiry thus was one by sample, not for desig- 
nated or selected cases. Yet there was inevitably a cer- 
tain unintentional and indirect kind of selection. Only 
those concerns sent answers which had accurate and 
intelligible accounts and records running back over 
many years. Those who were able to make returns on 
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this basis obviously followed systematic accounting; 
presumably they were more effective in management 
than the average. Hence our data were probably de- 
rived from able organizations, from a fairly prosperous 
set of businesses. 

The industries from which returns came in were the 


following: 
Clothing Ink 
Boots and shoes Paints and oils 
Leather Glass 
Cotton textiles Lead 
Woolen textiles Tron and steel 
Silks Enamelled ware 
Gloves Machinery 
Hosiery Tools 
Underwear General hardware 
Furniture Steam and plumbing supplies 
Foodstuffs Agricultural implements 
Paper Chemicals 


The list, it will be seen, shows no sign of selection, de- 
liberate or accidental. The returns are representative 
of general manufacturing conditions. 

The questionnaire we used is shown in facsimile.* 
The tabular form has columns for the statement of 
eight items from the book accounts, and a further col- 
umn giving the number of executives. A period of ten 
years was to be covered. Thus there are in a full return 
ninety items. The items fall into two groups. Those 
relating to capital are in the first five columns, those 
relating to executives in the remaining four. The first 
two columns ask for the total invested capital — the 
stated or par capital, then the surplus or accrued capi- 
tal; the sum of these being all the capital employed in 
the business. In the third column is the amount of 
fixed capital, being that portion of the whole, as stated 


3. This facsimile is about one quarter the dimensions of the question- 
naire. The figures and other answers are representative but are not 
those of any actual return. 
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Capital Earnings Research 
This form when sent to you bears no identifying number or other mark. After you have filled it in, sign the card; put the card in the 
small envelope and seal it Both the return and the card may then be mailed in the large envelope at any postoffice you please. Thus the return 
will come to us without any means of identification except the card within the sealed envelope, addressed and assigned to Profemor F. W. 
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closure of information. 
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in the previous columns, standing in such instruments 
of production as real estate, buildings, machinery, 
equipment, and other fixtures. In the fourth column 
are the earnings each year resulting from operating the 
business. In the fifth are the cash dividends paid to 
stockholders. This first group thus deals with capital; 
the items show the earnings and the distribution 
of dividends, as well as the development of capital 
through accrued surplus earnings. 

The second group, comprising the last four columns, 
gives figures of a different kind, designed to bring out 
the relation of the executives to the business. The sixth 
column gives the number of executives or administra- 
tive heads. In the seventh are stated the dividends 
paid to these executives as owners and holders of stock 
in the corporation. Obviously the figures in this column 
indicate the amount of capital stock held by them — 
the proportion of their own capital to that of other 
owners and to the total capital employed in the busi- 
ness. The eighth column gives the annual salaries 
paid to executives, while the ninth column shows any 
bonuses or payments over and above these stipulated 
salaries. 

Bearing on the relations of the executives to the busi- 
nesses, and the nature of their interest in success and 
profit, are some further questions asked at the bottom 
of the questionnaire, namely: 


Is this a close corporation? 
State number of stockholders. 
Have the executives further interest or incentive through 
(a) stockholdings of relatives or close friends? 
(6) extra payments by percentage or otherwise conditioned on 
earnings? 
Has the corporate form brought about a change in the relations and 
interests of the managing heads, affecting their efficiency and 
enterprise, leading to increase, decrease, or no change? 
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Certain of these questions are obviously of a somewhat 
general and perhaps vague character. It was hoped 
that they would nevertheless bring out some significant 
aspects of the situation, and, as will presently appear, 
they have done so. 

On any problem of this kind the information is clearly 
of greatest permanent importance if it relates, not to a 
period of unusual or disturbed conditions, but to one 
that is normal and representative. Hence we had to dis- 
regard the period from the beginning of the war to the 
present time, because the war brought extraordinary 
disturbances, some effects of which still continue. Data 
typical of the normal course of business could be got 
only by turning back to the pre-war period. To add to 
this difficulty, we had to secure figures for a period of 
years long enough to include varying conditions and to 
enable cyclical and market fluctuations to offset each 
other. We were therefore compelled to turn back 
twenty years. We suggested in our questionnaire the 
ten years from 1904 to 1913, or from 1905 to 1914. This 
made the compilation difficult for any business office, 
while for many it was simply impossible, because figures 
referring to a period so far past could not be obtained. 

An especial and serious difficulty in an inquiry of this 
kind is that it calls for information which many business 
men would consider quite their own affair. No economic 
data are so hard to procure as the jealously guarded 
figures of earnings, accruals, business profits, and sal- 
aries. Yet to secure these was of the essence of our in- 
quiry. It was necessary to ascertain for a long period 
the earnings shown on closing the books each year, the 
dividends paid to stockholders, the amount of surplus 
or accrued capital, and, last but most private of all, the 
amount paid to the business heads in salaries. Further, 
we wished to know the ways in which the business 
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heads might be interested otherwise than through direct 
salaries. The first reaction to any questionnaire is a 
shrug of shoulders now bent under a burden of reports. 
Most difficult of all is it to get answers when confi- 
dential or semi-private matters are touched. 

We met the objection of those who did not wish to 
give their actual book figures by devising a “‘key” 
method of statement. About one fifth of our returns 
were made by this key device. The method is shown in 
detail on our form; it rests on the use of a key number 
known only to the respondent. To illustrate: if a con- 
cern’s actual capital is $1,800,000 and its actual earn- 
ings are $162,000 in a given year, and if both are 
divided by a key number selected by the respondent, — 
assume it to be 12, — then the key form of statement 
will on its face show capital to be $150,000 and earnings 
to be $13,500. The relation of earnings to capital in the 
key statement is the same as if the actual figures were 
given; the percentage of the earnings upon capital in 
this illustrative case is 9. But no actual figures are dis- 
closed, and there is no possibility of identifying the con- 
cern. At the same time, an index on the questionnaire 
was checked by those making a key return, which served 
to indicate approximately what was the capital of the 
concern. This approximate indication of size sufficed to 
show in what class it stood — whether small, moderate, 
large, or very large; and thus the data could be properly 
classified and used for our general statements and in- 
ferences. 

We think it significant that but a small number 
availed themselves of the key method. When convinced 
that we were concerned with nothing but the strictly 
economic problems involved, many who at first objected 
to disclosure did not adopt the method supplied for pre- 
serving privacy, but sent their actual figures. In an- 
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other way, however, individual privacy was completely 
assured. No name of any kind appears on the ques- 
tionnaire. Those who made a return were asked to sign 
a card, which was then sealed in an envelope provided 
for the purpose. Both the return and the identification 
card were mailed in a special envelope provided by us. 
As these were received, the return and the envelope 
with its signed card were given a number in duplicate. 
The cards were then put in safe deposit. Thus the ano- 
nymity of every contributor to our data has been pre- 
served, while at the same time we have the means of 
conducting correspondence if need be, as well as of au- 
thenticating the data. 

In spite of all the difficulties, many of them appar- 
ently insuperable, approximately four hundred returns 
have come in at the time of writing the present provi- 
sional paper. Others are still in preparation. We believe 
that the data, gathered as they have been from many 
concerns in various industries all over the country, pre- 
sent facts of general significance. It is true that the 
results are derived from a number which is small as com- 
pared with the total number of enterprises in this class. 
Yet it is large enough to have some representative char- 
acter and to justify an analysis of the results. 

The returns were all examined for errors or omissions. 
A few were finally rejected because, in spite of sugges- 
tions made through correspondence, they gave unsatis- 
factory or insufficient statements. The returns were 
then classified in two ways. First, they were arranged 
according to size — capitalization being used as the 
index of size. Two classifications, in four groups, were 
made on this basis. In group A are the concerns of the 
first class, with capital of $1,500,000 or over. In this 
group are a number of very large concerns, some with 
capital of a hundred millions or more. The line of de- 
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marcation is similar to that of the mercantile agencies 
in rating business houses for credit: these list all con- 
cerns having a capital of over a million dollars at the 
highest rating. The concerns of the second class, of 
smaller capitalization, have been separated for purposes 
of analysis into three groups, B, C, and D. Thus we 
have: 
First class: 


Re eee over $1,500,000 capital 
Second class: 

ee $750,000 to 1,500,000 capital 

MN a sdénciccvess 250,000 to 750,000 capital 

NS 5a. ccek avers « 250,000 or less 


As it happened, the reporting concerns were distrib- 
uted almost equally between the four groups, there 
being approximately one hundred in each group. 

Other classifications were made by groupings, such as: 

The close corporations owned and controlled by a few stock- 
holders. 

The corporations widely owned by a large number of stock- 
holders. 

The labor of collating the mass of figures in the vari- 
ous combinations was great, as will be clear to anyone 
conversant with accounting or statistical methods. The 
calculation and careful checking of the percentages 
alone proved a heavy task for the certified accountants 
by whom this part of our work was done. The amount 
of work involved in the undertaking, however, was one 
of the least of the many difficulties encountered. The 
greatest of these was the fact that few concerns, espe- 
cially the concerns of the second class, could give us 
data of the kind we required for the pre-war period. 
Those who failed to answer our questionnaire reported 
frequently sheer inability to supply the data because 
they had not kept their books, prior to the requirements 
of the income taxes, in a form suitable for analysis. 
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The recent growth of uniform accounting, subject to 
audit and adaptable to statistical statement, will make 
it possible greatly to widen the scope of such inquiries 
in the future. It is hoped that when conditions become 
settled again the present investigation may be extended 
through the collection of a greater volume of data from 
a larger number of concerns. But their collection, as 
well as collation and analysis, call for a large expenditure 
of time and money. The extension of the inquiry to its 
full possibilities is hardly within the scope of private 
support; but it may be accomplished in the future 
through the coédperation of business associations and, 
perhaps, of the government. 


II 


Stock OwNERSHIP BY EXEcUTIVES. THEIR SALARIES 


We now proceed to the substantive questions, and, 
among these, first to the relations between executives 
and stockholders — between managers and owners. 
Under this head we shall consider (1) the extent to 
which executives are themselves stockholders; (2) the 
“close” or ‘‘family”’ corporations, in which the execu- 
tives are identical with the stockholders or in intimate 
connection with them; (3) the cost of management 
relative to the size of the undertaking; (4) the preva- 
lence of fixed salaries, and the almost entire absence of 
other forms of payment. 

Tho the business managers work for and under the 
corporation and are paid salaries, they may also be 
stockholders, and participate as such in the dividends; 
or they may not own any stock at all. Our returns give 
examples running from extreme to extreme — from no 
stockholdings at all to full ownership of all the stock. 
The variety in this regard is surprising. Sometimes the 
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executives remain to the end simply salaried employees. 
As might be expected, they often own the larger part of 
the capital in the smaller concerns, especially the ‘‘close”’ 
corporations. In big concerns having huge plants and 
large stocks of goods at many distributing centers, the 
managers commonly handle investments so great that 
even in the course of years they could acquire but a 
small part of the capital involved. 

The degree to which executives of the corporations 
participate as investors is shown in the fifth and seventh 
columns of the returns. These give the proportion of 
their dividends, as stated in the seventh column, to the 
total dividends as stated in the fifth column, and thus 
indicate the proportion of capital stock owned by the 
executives. Taking the mass results first, we find that 
about one quarter of the total capital stock reported by 
all the corporations was owned by the executives man- 
aging them; three quarters were owned by stockholders 
other than the executives. This general statement, 
however, does not indicate at all the diversity and com- 
plexity of the situation. An examination of stockhold- 
ings of executives in our several groups, A, B, C, and D, 
— ranging in size from large to small, — brings out de- 
tails, of which some are in accord with what might on 
general grounds be expected, and some are not in accord 
with expectation. 

Group A comprises the large corporations, some of 
them very large. Their capital, it will be remembered, 
ranges from a million and a half to over one hundred 
million dollars. In this group as a whole, the executives 
own less than one fifth of the total capital in the cor- 
porations; the proportion of the capital stock in the 
whole group held by them is 18 per cent. 

A better understanding will be reached through an 
examination of details. First, taking these large corpo- 
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rations (Group A) by number, we arrange them by 
deciles. Executive ownership is shown as follows: 


Taste I 

ES REAR rite .000 

second “ rangefrom........... .000 to .014 
third . ge ee .017 “ .069 
fourth . 3 eer ee oy .070 “ .108 
fifth - le Dee 118 * .183 
sixth x “ ocd; éoL iwi ee 185 “* .280 
seventh “ " wer Cr re .281 * .379 
eighth “a . au re ree .399 “ .500 
ninth “g et ae an .502 * .763 
last . OP rs ace .770 “ 1.000 


It will be seen that complete dominance through execu- 
tive ownership of a majority of capital stock does not 
appear until the last two deciles are reached. That is, 
in one fifth only of the number making returns were 
the executives in a position of legal control. These 
were in the main the smaller concerns of the group; tho 
one fifth in number, their capital was less than one 
twentieth of the aggregate capital of the group. Half 
of the corporations reported executive ownership of less 
than a fifth of their capital stock, while more than one 
tenth reported no stock whatever owned by the man- 
aging heads of the corporations. 

Turn now to an analysis of this group based, not on 
the number of concerns, but on the amount of capital 
employed. As just stated, the smaller organizations 
of the group, having less than one twentieth of the 
total capital in the group, show on the whole a large 
ownership of stock by the executives. In the organiza- 
tions of heaviest capitalization the executives own a 
much smaller share of the capital stock. The first three 
deciles of our table comprise in the main the very large 
concerns; they have one half of the entire group sum of 
capital. In the first and second deciles we find concerns 
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which are under the guidance of executives who own no 
stock, or an insignificant amount, less than one and one 
half per cent; while the executives own less than 7 per 
cent of the capital stock of those in the third decile. In 
the largest corporations the executives frequently own 
nothing, or next to nothing. In individual cases, tho not 
often, they own a substantial amount of the capital 
stock of a large corporation. In general, the results are 
such as we should expect, even tho with striking in- 
dividual departures from the ruling tendency. 

Passing from group A to groups B, C, and D, — from 
the large to the small, — one might expect an increasing 
ownership of stock. On the whole this tendency does 
appear, but not with regular gradations, still less with 
any uniformity. The returns from groups B and C 
(capital from $250,000 to $1,500,000) show a marked 
increase in the proportion of executive holdings. In 
these two groups taken together, about half of all the 
capital in the businesses is owned by executives. We 
again found in both groups nearly the same proportion 
of concerns, about one tenth of the number, in which the 
executives own no capital stock at all. But within these 
groups there is a tendency to increased executive owner- 
ship as the concerns become smaller. The proportion 
that may be said to be wholly under the control of the 
executives, —their ownership of stock being as much as 
four fifths,—is for B 23 per cent and for C 30 per cent. 
Again, however, while a general tendency appears, 
there are striking individual irregularities in both 
groups, of the same kind noticed in our examination of 
group A. 

If we now pass on to group D, the corporations with 
less than $250,000 capital, a situation appears which is 
not in accord with expectation. For the group as a 
whole, there is a reversal of the tendency found in 
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groups B and C. While the proportion of executive 
holdings is for group D greater than for group A, it is 
less than for groups B and C. The executives own no 
more than 45 per cent of the total capital stock reported 
in group D. 

A detailed examination of the smallest concerns brings 
out some striking facts, especially when contrasted with 
the situation shown in group A, the largest concerns. 
Arranged by deciles, we find executive ownership in 
group D, as follows: 


Tase II 

PN heise naib. s als. She, wrens Seats .000 

second “ range from........... -000 to .062 
third : ” ot Siagoelale dra ses 080 “ .238 
fourth “ 5 ste i ee Deg .258 “ .353 
fifth " ¥ are .375 “ 489 
sixth ° -  . .dhetaghinammeiabers 502 “ .592 
seventh “ <3 ere Core .679 “ .790 
eighth “ ' eee eee .800 “ .938 
ninth x - eee Wee ee .948 “ .998 
last me 4 pean 1.000 (all) 


In the lowest decile, management is in the hands of 
executives owning no stock at all; in the highest, every 
concern is owned completely by the executives. Again, 
in group A, it will be remembered, it was not until the 
last decile was reached, at the very top, that a few corpo- 
rations were found in which the executives owned as 
much as 80 per cent (four fifths) of the capital stock, 
and these were the smaller concerns of the group. Here, 
in group D, we find three deciles with executive owner- 
ship of four fifths of the stock or more. Exactly this 
same proportion (30 per cent) owned as much (four fifths 
of the stock) in group C; but this is a greater propor- 
tion than for B (23 per cent), and five times as great as 
for A (6 per cent). Further, in the D corporations it ap- 
pears that just one half the number, five tenths, are in 
legal control by the executives, they owning a majority 
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(more than half) of the capital stock. In group A, on the 
other hand, we found but one fifth, the last two deciles, 
in such control by the executives. As might be expected, 
there is a general tendency to increase in executive 
ownership as capitalizations decrease; yet not only with 
marked individual exceptions, but with the curious re- 
versal in the general trend for group D as a whole. 
The difference between the large and the small cor- 
porations is further brought out by a comparison on the 
basis, not of number, but of capital. It will be recalled 
that in group A less than 5 per cent of the total capital 
of the group was in the organizations in which execu- 
tives own a majority of the capital stock. In group D, 
50 per cent of the total capital is in corporations so con- 
trolled. As regards capital, we found in group A half 
the group sum of investment in the first three deciles, 
the executives in these owning either no stock or an in- 
significant amount. In group D the situation is differ- 
ent. Throughout the deciles of this group, capital is 
much more evenly distributed. The first two deciles 
contain corporations which are comparable, in the de- 
gree of executive ownership, to those in the first three 
deciles of group A. The managers own little or no stock. 
Yet, as regards capital, these D corporations have their 
quota of the capital of the group; they have an amount 
proportioned to their number — approximately one 
fifth. There is no marked falling off in the amount of 
capital in the successive deciles of group D, as executive 
ownership shows increase. In concerns of small invest- 
ment the managers, even tho they may not start as 
owners, are able to acquire in the course of time a sub- 
stantial portion of the capital stock. Many of the 
smaller enterprises are operated in a limited field with 
no need for outside capital or large investment. In the 
corporations involving larger capital the participation 
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of the managers in ownership usually decreases as size 
increases, but with no regularity. Finally, in a very large 
organization the managing heads may find it difficult, 
after years of service, to command more than a small 
portion of the capital stock; yet the amount of their 
holdings may be many times the entire capital of a 
corporation of the D class. 

Most striking —to repeat—are the individual differ- 
ences. There are great irregularities within each of the 
groups.. In the small as well as in the large concerns we 
find cases in which no capital stock is owned by the 
executives. There are corporations capitalized for 
many millions, which are controlled through stock 
ownership by the executive heads. 

Specific illustrations may be of interest. In one fifteen- 
million-dollar organization no capital stock at all is held 
by the executives; and in another of about the same 
size the executives own a majority of the capital 
stock. A three-million-dollar corporation is 90 per cent 
executive-owned, and there are several of about the 
same size with no stock whatever owned by the execu- 
tives. There are the same irregularities in the smaller 
concerns; concerns of a few thousands or of several 
hundred thousands completely owned, with other like 
concerns in which the executives own nothing. Among 
the very smallest corporations we have a number with 
not a share of stock held by the executives, and also a 
considerable number wholly owned by the executives. 
Perhaps the most surprising single fact brought out in 
the course of the inquiry is the extent to which the 
smallest corporations are under ‘“‘absentee ownership”’ 
— the owners of the stock being entirely a different 
body from the active managers. Side by side there will 
be found organizations with practically complete iden- 
tity of ownership and management, and organizations 
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of similar size with no interlinking at all of ownership 
and management. 

To sum up: the functions of ownership and manage- 
ment are combined in all sorts of ways, and may not be 
combined at all. We have among our returns some cor- 
porations of three stockholders and others of many 
thousands. The owners and managers may be com- 
pletely identical, as in the case of many of the small close 
corporations; or they may be wholly separate, as of 
course is most strikingly the case in the very large 
widely owned corporations, but is the case also in many 
corporations of all sizes. In each and every class we 
find no combination at all and all gradations of com- 
bination — no executive ownership, small ownership, 
considerable ownership, controlling ownership. 


One of the questions asked on our forms was designed 
to bring out whether there was some kind of effective 
connection between ownership and management other 
than that of direct ownership of stock by the managers 
themselves. We asked: “Have any of the executives a 
further interest or incentive through stockholdings of 
relatives or close friends?’ For obvious reasons it was 
necessary to put this question in somewhat general 
terms, and an answer “‘yes”’ or ‘‘no”’ may not mean the 
same thing for all cases. None the less, the answers are 
instructive. Of 442 answers, 240 were ‘‘yes.” That is, 
in more than half the corporations for which the ques- 
tion was answered, either the family or friends of the 
executive heads were stockholders; tho to what extent 
does not appear. The greater part of these, 127, were 
corporations of small or moderate size, with no more 
than fifteen stockholders—distinctly the ‘‘close’”’ or 
family concerns. The remainder of the affirmative 
answers came generally from concerns also of the close 
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corporation type, tho of larger size. Yet here again 
there is no universal rule. In a number of instances 
among the larger corporations we find such stockhold- 
ings. It should be noted that this relation of control 
through friendly proprietorship seems to affect in no 
way the salary payments to the business managers un- 
der these corporations. As in other corporations, the 
managers are paid salaries fixed in amount; there ap- 
pears in them as little tendency as in the others toward 
any modification through bonus payments or other 
profit-sharing arrangement. 


We pass now to an examination of executive salaries 
— the wages of management in the stricter sense. First, 
as to the absolute salaries of the executives. Dividing 
the sum of all salaries stated in the eighth column of our 
questionnaire by the corresponding figure (the number 
of executives stated in the sixth column), we get the fol- 
lowing average (arithmetic mean) of the yearly salary 
of the executives in the four groups, A, B, C, and D: 


First class —_—- 
Group A, capital over $1,500,000 .................- $9,958 
Second class 
Group B, capital from $750,000 to $1,500,000........ $6,897 
. = Wee “ 70 ....... 5,195 
*  ~ “© 260,000 or under............ 3,885 


It should be borne in mind that these salaries are of the 
pre-war period, the years from 1904 to 1914. During 
the war, business salaries in common with other money 
earnings were greatly increased, and they remain at the 
present time at a much higher level than that of the pre- 
war period. Our figures are comparable with present 
salaries higher by 50 per cent and even more. 

It should be borne in mind, too, that these are aver- 
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ages not only for each group as a whole, but for the 
several executives in each concern. The number of 
executives in some of the concerns was as many as 
fifteen, in others five or six, in still others less; not in- 
frequently, in group D especially, there was a single 
manager only. Where there are several executives, the 
one at the head may receive a very large sum, the others 
much less. Our returns as a rule show only the total 
amounts paid out in salaries and the number of execu- 
tives, not the salary of each one. The smallest single 
salary disclosed was $1,200, the largest $100,000. Abso- 
lute salaries, as would be expected, are higher in the 
larger organizations. But they are not larger in propor- 
tion to the size. The concerns of the first class, in group 
A, average in size ten times those of the second class, 
groups B,C, and D. Yet the businesses of the first class 
pay absolute salaries which average but twice as much 
as the salaries paid in the second class. 

Executive salaries are subject to few and infrequent 
changes. What movement appears in the individual 
cases is almost entirely upward. In part this upward 
movement is accounted for by the circumstance that 
prices and money incomes in general advanced during 
the period in question. But no doubt it is chiefly ac- 
counted for by the fact that while salaries are raised in 
the course of time, even tho not promptly, for an effi- 
cient and money-making staff, in the reverse case they 
are not likely to be reduced. Poor management leads 
to a change in personnel, not a decrease in salary. 

Some specific illustrations of the way in which salary 
payments run may be of interest. (In all of the cases to 
be mentioned, the number of executives remains un- 
changed throughout the period.) One concern of moder- 
ate size shows payments of exactly $10,000 for execu- 
tive services for the whole period of ten years. During 














AMERICAN CORPORATIONS AND EXECUTIVES 21 


this period earnings are fair, dividend record fair, and 
accrued capital (surplus) shows a small increase at the 
end of the period. A smaller concern reports payments 
of $5,000 for executive salaries throughout the period, 
while capital increases 40 per cent because of good tho 
variable earnings; dividend payments are maintained 
on a moderate but uniform basis. A large concern shows 
payments of $20,000 annually for the period; its earn- 
ings fluctuate but show a good average, the dividend 
record is fair tho not continuous, and capital increases 
30 per cent. One corporation, larger than the last, shows 
a group of executives receiving $60,000 annually for the 
full period, while earnings show a moderate range and 
average well; dividends are good, and the capital in- 
creases 35 per cent in the term of ten years. These four 
are but a few among the examples of unchanging salary. 
Other cases may be cited showing the way advances are 
generally made. We have one concern of moderate size 
showing payments to executives amounting at first to 
$12,000 annually; then, after standing at this level 
several years, $14,000; then $15,000, where the figure 
again stands for a few years, and finally $16,000. In the 
meantime earnings, tho variable, average high; divi- 
dends are maintained upon a liberal basis and capital 
has increased 35 per cent at the end of the period. The 
larger part of the increase in capital was earned in the 
first five years, when salaries stood still. In another 
case — a somewhat larger concern — salaries remain at 
$15,000 for seven years, then are advanced, finally to 
$20,000. During this time, earnings are good, dividends 
are fair tho not continuous, but capital has increased 
40 per cent, largely through the earnings of the first half 
of the period. It will be noted that salaries for executive 
services were advanced not at all during the period of 
good earnings; the advances began a year after the 
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close of the period of accruals and growth. One large 
concern raises its salary payments from $90,000 at the 
beginning of the period to $110,000 at the end, while 
there are poor years mixed with the good and the capital 
accrued during the period is less than 10 per cent. An- 
other, of nearly the same size, pays $65,000 during the 
first few years and $100,000 in the last few years, while 
the gradual advances in between were made during lean 
years of poor earnings, when there was hardly any sur- 
plus over dividends paid. Yet for the whole period the 
growth in accrued capital is as much as 50 per cent. 
No bonus or extra payment appears in any of these 
cases. In every group there are instances of a flat 
figure throughout for the salaries of management; in 
every group there are also instances of substantial ad- 
vances. 

There is hardly a sign in any instance that salaries 
are adjusted upward year by year upon the basis of 
annual earnings, and none that they are adjusted down- 
ward. While earnings show the ebb and flow of changing 
business conditions, the salaries of the managers remain 
unchanged. 

Over long periods, it is true, the case is different. 
There is clear evidence that in the long run executive 
salaries are thus adjusted to results. When a concern 
shows growth and prosperity extended over a number of 
years, there appears in the end an increase in the execu- 
tive salaries. There are some rare cases in which an 
increase of earnings leads at once to a rise in salary. 
But usually we find an increase in the executive salary 
item only after the earnings over a considerable period 
have resulted in an increase of the capital and the pro- 
ductive capacity of the enterprise. And this long-run 
relation is natural. The results obtained by the execu- 
tive may remain uncertain for a long time. Not all that 
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appears as earnings, not all accrued capital on the books, 
will prove in the end to be pure gain. The actual results 
from new policies and methods or new markets will not 
be known until the development has continued through 
several years. For the further reason that these fixed 
charges on the business must be met through good times 
and bad, the salaries of executives are usually held 
within an amount consonant with average results. In 
its relation to current conditions, this amount may seem 
low in a year when the concern is making surplus earn- 
ings and additions to capital; and it may seem high 
in the lean years or those of flat loss. The executive’s 
greatest efforts are often put forth in the lean years 
and the hard times; his policies and decisions will come 
to fruition in the future. Meanwhile, his salary may 
remain for a long time at a standstill. 


The question of the proportion of the expense for 
executives in the different classes may now be ex- 
amined; that is, the ratio of the amounts paid for the 
services of the managers to the amounts of capital they 
handle. We shall make use again of the classification by 
size as indicated by the total investments. The follow- 
ing table shows what per cent upon the capital employed 
each year from 1904 to 1914 is paid for management. 
The figures, it should be noted, give the per cent of ex- 
pense per unit of capital. No doubt it would have been 
better to ascertain the per cent per unit of product. But 
this our data did not enable us to do. The figures as we 
give them have virtually the same significance; there 
can be no marked difference between the results from 
these two ways of measuring the expense of manage- 
ment. 
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Tase III 


PROPORTION OF EXPENSES OF MANAGEMENT 
Stated as proportion of invested capital 




















First Class | Second Class Second Class, subdivided 

i . Group B Group C Group D 

Year $1. sbacon0 oe Capital Canital Capital 
to $1,500,000 || $750,000 to | $250,000 under 

$150,000,000 ye $1,500,000 | to $750,000 $250,000 
1904 .0050 0288 0264 .0332 0654 
1905 0037 .0250 0228 .0287 0587 
1906 0042 0257 .0227 .0286 .0658 
1907 0042 0257 .0219 0294 .0651 
1908 0040 .0261 .0217 .0305 .0612 
1909 0043 .0280 0245 0315 .0719 
1910 0042 0275 .0226 .0324 .0643 
1911 0040 0301 0279 0322 0631 
1912 0041 .0278 0243 .0312 .0610 
1913 0043 .0266 .0223 0308 .0537 
1914 0040 .0273 .0216 .0332 .0507 
Avena" | 0042 0272 0234 0312 0608 























The striking smallness in the per cent of this expense 
for the first class (group A), as compared with the 
second class (groups B, C, and D), is explained by the 
relative size of the enterprises, and the fact that the 
capital invested in the corporations of the first class is 
very much greater. The A concerns have an average 
investment of nine million dollars. Those of the second 
class, in groups B, C, and D, average but a tenth of this 
investment. The great corporations are able to secure 
the services of management with less expense per unit of 
capital than the concerns operating on a smaller scale. 

While the range, or dispersion, of investment is very 
great in the first class — capital running from a million 
and a half in some concerns to over a hundred million 
dollars in some others — the dispersion of the per cent 
of management expense is by no means correspondingly 
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great. It is true that some of the smaller corporations 
of this class show a ratio as high as .025 in certain years, 
and that one very large organization shows a ratio as 
low as .001. Most, however, cluster around the average 
shown in the table. In the smaller concerns of the second 
class (capital investment up to a million and a half) the 
range is much greater. The subdivision of this class 
into three groups B, C, and D, makes clear the difference 
in the rate of the expense of management as the scale of 
operation mounts from that of the smallest concerns 
(capital investment less than a quarter of a million) to 
the larger corporations. The proportionate expense of 
management is heavy in the early stages of development 
and diminishes with growth, larger capital and output. 
When a stage has been reached in organization where, 
under a chief executive, key executives are placed in 
charge of several divisions of the work of administra- 
tion, further growth in size results in marked reduction . 
in the unit expense of management. This stage, as a 
rule, is reached about the time a concern develops from 
the second into the first class. With large individual 
salaries, the cost of the service of management for large 
corporations is relatively much lower than for small cor- 
porations. High salaries paid for great administrative 
abilities bring not higher expense for management but 
lower. 

Some qualifications of these general results must be 
noted. The small corporation does not necessarily re- 
quire all the executive’s time in pure management. In 
some cases, tho not often, he may devote a part of his 
time to another business or to something else ‘‘on the 
side.’ A more important fact is that the manager of 
a small business usually carries on a wider range of 
work than the executive of a great business. The segre- 
gation of specific executive service may not be carried 
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so far. In the small concern the manager may superin- 
tend the factory operations in detail, and he may also 
sell the product. Some features of this kind may appear 
throughout the second class of concerns. Even tho few 
marked extremes of this sort seem to be included in our 
list, it is probably true that in group D, and to a lesser 
degree in groups C and B, our figures are subject to 
some qualification from the inability to segregate the 
portion of salaries paid for management services pure 
and simple. In fact, all comparisons of this kind need 
to be made with caution. The individual differences of 
the various kinds of businesses are so great that there 
are marked variations in the nature of the management 
required, and the proportion of expense for executive 
salary to other items of expense will vary. Most of our 
data, however, are from concerns having the same gen- 
eral characteristics. When all is said, the outstanding 
conclusion remains: proportionate expense of manage- 
ment generally becomes less as the concern becomes 
larger. 

Tho the percentages of the expense for management 
show marked increase from group A to group D, yet 
within each group they vary little from year to year. 
The rate for A concerns is nearly constant. The varia- 
tions are most noticeable in D concerns. That manage- 
ment salaries do not move in correspondence with the 
irregular earnings is clear; note the rise in the ratio for 
group C in 1908, contrasting with a sharp fall in earnings 
in the depression following the crisis of 1907. But these 
variations signify little. The outstanding fact indicated 
by these percentages is the even course of the fixed ex- 
penses for management. 


Another question bearing on the proportionate ex- 
pense for management arises in connection with that of 
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stock ownership by executives, of which we have al- 
ready spoken. In order to examine a possible conse- 
quence of dominant holdings by them, we have made 
another classification. In one group, F, we put the very 
close corporations, those in which the executives own 
practically all of the capital, 90 per cent or more. In 
another group, G, we put those at the other extreme, in 
which the executives own practically no stock at all. 
Group G, as might be expected, has ; _ .uch larger rep- 
resentation of the great concerns, the capitalization 
in that group being on the average ten times as high as 
in group F. 
Taste IV 


PROPORTION OF EXPENSES OF MANAGEMENT 


IN CLOSE AND WIDELY OWNED CORPORATIONS 
Stated as proportion of invested capital 


Group F Group G 
Year 90% executive 10% executive 

ownership ownership 
1905 .0222 .0028 
1906 .0195 .0035 
1907 .0210 .0037 
198 .0271 .0033 
1909 .0231 .0035 
1910 .0283 .0038 
1911 -0266 .0033 
1912 .0305 .0035 
1913 .0318 .0037 
1914 .0278 .0032 
— 0258 0034 


period 


Obviously, in group F, where owners and managers 
are the same persons, the managers’ salaries are but a 
portion of their receipts from the business. The total 
earnings are all theirs, whether they appear on the books 
as salaries, as dividends, or as accruals. The stated salary 
is virtually the same as a partner’s ‘‘drawing account.”’ 
The salaries of such manager-stockholders are hardly 
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more than bookkeeping entries. It would not be surpris- 
ing if under these circumstances they were nominal, or 
at least irregular. It would seem they might bear a dif- 
ferent relation to the corporate operations from that 
which appears when the managers own no stock and have 
no substantive interest in the concern except through 
their salaries. Yet no characteristic of this kind is shown 
by our figures. On the whole, these owner-managers 
allow themselves salaries in the same way as if they 
were quite distinct from the owners. These salaries, too, 
are firm year after year, and exhibit the same regularity, 
size for size, as under other conditions of ownership. 
Consciously or unconsciously the managers, even when 
they are owners, seem to recognize a distinction such as 
so many economists make between wages of manage- 
ment and ‘‘pure profits.’’ To this general topic we shall 
return in another connection. 


Still another phase of the constancy of the salaries of 
managers is to be considered. As will presently be ex- 
plained fully, payments additional to the stated salary 
and based on the net earnings are universal in Con- 
tinental Europe. They are frequent also in British 
manufacturing industries. It is familiar that in the 
United States no such system is in general use. We 
thought it desirable, however, to secure specific infor- 
mation on this phase of corporate organization and 
management. Accordingly, our questionnaire made 
inquiry in two ways. The ninth column of our tabular 
form asked for amounts paid as bonus or extra compen- 
sation. In addition, at the bottom of our return form 
this question was asked: ‘“‘ Have any of the chief ex- 
ecutives a further interest or incentive through extra 
payments by percentage or otherwise conditioned on 
earnings?” Then followed a brief reference to the 
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European practice, and a second question: “ Were such 
payments made by you prior to 1914?” 

It appears that a very small number of our respon- 
dents made use of any such method even on special oc- 
casions, while a still smaller number had any systematic 
arrangement for extra compensation. A few of the large 
concerns had made, during the pre-war period covered, 
regular conditional payments. A few others showed 
special payments of the kind at the end of the period. 
Among the smaller concerns there was almost no pay- 
ment of extra compensation upon any systematic basis. 
No more than 5 per cent of all appeared to have a reg- 
ular method for extra compensation. These were almost 
wholly the larger corporations. Four per cent reported 
irregular payments, made apparently without system. 
Still another 4 per cent reported an occasional payment 
of a lump sum. Including all cases, the whole number 
reporting extra compensation for management was but 
13 per cent. 

We asked still another question bearing upon cor- 
porate management: ‘‘ Has the corporate form brought 
about a change in the relations and interests of the 
managing heads affecting their efficiency and enter- 
prise, leading to increase... decrease . .. no 
change . . . ?” The answers were almost entirely 
“no change.”’ Not one marked ‘‘decrease,”’ a very few 
marked “‘increase.”” These answers of course represent 
a certain bias. The persons who made them, executives 
themselves, were naturally disposed to think and say 
they were doing their utmost. Yet with every allow- 
ance for this bias it is striking that not a single answer 
suggested that a system of compensation based on a 
percentage of earnings might result in increased effort 
and enterprise. We shall return to this subject at a later 
stage. We note here that not only is a system like that 
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of the European fantiémes very rare, but that our busi- 
ness heads themselves believe the present corporate 
methods, including the payment of fixed salaries for 
management, to have changed in no way the managers’ 
interest in the success of business. 


III 
EARNINGS AND SURPLUS 


The following table shows, for the whole list of report- 
ing concerns, the average rate of earnings year by 
year. It shows also what was the rate of dividends, 
and what was the rate of accruals (surplus, or additions 
to capital); and finally, what was the proportion of the 
total earnings which was distributed in dividends. 














TaBLE V 
First Class Second Class 
Capital $1,500,000 to $150,000,000 Capital less than $1,500,000 
Year Rate of earnings on Rate of earnings on 
total invested capital [Proportion total invested capital Proportion 
f earning of earnings 
Earn- | Divi- | Ac- | divided || gam-| Divi | Ac | divid 
ings dends | cruals ings dends | cruals 





1904 | .091 | 051 | .040 55 .134 | .079 | .055 59 
1905 | .082 | 048 | .034 59 -120 | .070 | .050 58 
1906 | .093 | .056 | .037 60 .145 | .068 | .077 47 
1907 | .093 | .051 | .042 55 .152 | .073 | .079 48 
1908 | .077 | .048 | .029 62 .094 | .054 | .040 57 
1909 | .088 | .051 | .037 58 -135 | .067 | .068 49 
1910 | .082 | .050 | .032 61 -116 | .057 | .059 49 
1911 | .081 | .052 | .029 63 .099 | .062 | 037 62 
1912 | .085 | .051 | .034 60 -118 | .059 | .059 50 
1913 | .073 | .054 | .019 74 -115 | .057 | .058 49 
1914 | .074 | .054 | .020 73 .099 | .061 | .038 61 




















Averages} gg3 | .052 | .031 | .62 || .118 | .062 | .056 | .52 

















1 The basis used in computing the rates of earnings, dividends, and accruals, is in all 
cases the total invested capital, including the surplus; not the nominal or par capital. 
Dividends being declared as a per cent upon the nominal capital, the rate of dividend 

as usually stated would be higher. 
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As has already been mentioned, the concerns from 
which our data were derived were probably more pros- 
perous than the general run. The earnings seem to be 
indicative of what are secured by good organizations in 
manufacturing operations — higher than the average 
rather than lower. A more comprehensive survey might 
result in some changes in the general drift, but probably 
would find the essential situation the same. What is 
going on in the concerns that joined in this research is 
probably representative of what is going on in well-con- 
ducted manufacturing industry at large. The represen- 
tative character of the data is strengthened, we believe, 
by the fact that among the reporting concerns few 
showed either continued extraordinary earnings or con- 
tinued heavy losses. This may possibly be accounted for 
by the fact that concerns of either type might be reluc- 
tant to disclose their situation. At all events, neither 
extreme has appeared to such an extent as to affect the 
general results. 

None the less, the range of variation in earnings—the 
dispersion—is still great. It is wide not only between 
different concerns in the same year, but for the same 
concern from year to year. The fluctuations are most 
striking in the small concerns. They are least in the 
very large concerns, those of our first class. 

The differences in individual earnings can be illus- 
trated by giving outlines of a few cases. One small con- 
cern ranges from no earnings in one year to 29 per cent 
in another, with ups and downs, no regular gradations, 
and an average for the period of 12 per cent. It is a fair 
example of the fortunes of the majority of small con- 
cerns. Sometimes the fluctuations will be greater, as in 
a case like this: the first year double interest is earned, 
next year a little less, then up to 40 per cent, down to 
half this amount, and the very next year a good stiff 
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loss; from that, up again to earning interest, then 
double interest, when again the earnings go off to prac- 
tically nothing, then up to interest plus, and for the last 
year bare interest. Tho the breaks are worse than in the 
first case, the average is about the same. Another con- 
cern, of good size, tho not one of the largest, ranges from 
no earnings to 22 per cent, while still another ranges 
from a small loss to 23 per cent. Both show the same 
average — about 11 percent. These fairly illustrate the 
concerns of medium size. A very large concern shows an 
average of 8} per cent with a spread in earnings of 
twelve points; another, still larger, shows an average of 
8? per cent with a spread of but six points. There are 
few cases showing as even a course as this last, and 
among the small concerns none at all of this kind is to 
be found. All these examples have been selected from 
those whose average earnings for the period are neither 
large nor small. 

Among the few whose earnings were abnormal, — the 
occasional ‘‘money maker,” with earnings averaging 
30 per cent, even 40 per cent, — the range was often 
greater. The maker of ‘‘big money’”’ under free competi- 
tion is generally, tho not always, a concern of small or 
moderate size in the earlier stages of development. It 
may be a pioneer in its line, and may have a differential 
advantage through new methods or processes. In such 
a concern, even very high earnings are almost neces- 
sarily devoted to supplying the means for the heavy ex- 
penses of development. From year to year, neverthe- 
less, there will be wide fluctuations. No enterprise, 
however successful in the end, can be established on a 
sure foundation in a short period. Of this our returns 
give clear evidence. 

A more exact picture of the general situation is se- 
cured by arranging the concerns of our two classes by 
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deciles in the order of their average earnings for the 
period. We present first the figures for the concerns of 
the first class. 

Taste VI 


First-class concerns, 
Capital $1,500,000 to $150,000,000 
Earnings on invested capital 


Range 
SE A ee ore .034 to .045 
2d og) ee eee .046 “ .054 
3d REN eee oe conduc, ‘cma .055 “ .067 
Di a .068 “ .079 
eed dicin dae ewde ko .080 “ .088 
NE leet SS ae Pe .089 * .096 
tb ear ree er .097 * .108 
ei atg Kee kavelsai eae -109 “ .116 
6, cain 5: alece-acd ei th 117 * .145 
SE Wikis nals sais xa bee -146 * .350 


In the last decile the range is carried up to 35 per cent 
by two “money makers’ — one the smallest in the 
entire class, the other somewhat larger. These two have 
a combined capital of less than one half of one per cent 
of the total capital in the group. The next highest aver- 
age earning is 20.1 per cent. For practically all in this 
group, 20 per cent is the upper limit of the earnings. 

The concerns of the first eight deciles hold almost 
the entire capital of the class (93 per cent). Among 
these, note the very gradual rise in average earnings 
up to the limit of 11.6 per cent. The concerns in the 
two deciles of highest earnings have but a small portion 
(7 per cent) of the capital of the group. Those of the 
ninth decile hold only 5 per cent; those of the last de- 
cile only 2 per cent. In both of these, the range is great, 
and is especially so in the very last of all, which con- 
tains many of the smaller concerns of the class and but 
a very small fraction of the capital. 

Similar figures follow for our second class. 
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TasBie VII 
Second-class concerns, 


Capital under $1,500,000 
Earnings on invested capital 


Range 
ere .01 (Loss) to .039 
2d hae oe Oday a acaie i .041 * .058 
le: ga ee .058 * .079 
TE apres aeinan gal ac0' acs .082 * .091 
NS cece ecns .092 * .105 
in bie ciara atialead -107 * .121 
SM err ar 122 * .147 
ee ak daowecewe .148 * .173 
RN heirs at diginldecein: aioe .174 * .216 
I ne Chg tustcuueee .217 “ .416 


It will be seen that the spread from the lowest to the 
highest is greater than in the concerns of the first class, 
and that there is also more spread within the deciles. 
Curiously enough, the highest ‘“‘money maker’’ of all 
(41.6 per cent) is the very smallest concern in the class; 
just as was the case in the first class. This single case is 
followed by another small one averaging nearly as high 
(37.5 per cent), and by a few above 30 per cent. Then 
follow a number of concerns, completing this decile, 
with earnings grading down from 30 per cent. The total 
capital in the decile, however, is less than 2 per cent of 
the capital in the class. The upper limit of this class is 
virtually 30 per cent, which is to be compared with 20 
per cent, the upper limit virtually of the first class. 
Turning now to capital investment, we find that four 
fifths of the entire combined capital is in seven deciles, 
from the second to the eighth inclusive. Among these the 
capital is fairly distributed, tho the proportion is slight- 
ly greater in the second and third deciles. Of the re- 
maining capital (one fifth), the two upper deciles — the 
‘“‘money makers’ — have one fifteenth each. In the 
lowest decile of all, the losers are endeavoring to hold on 
to the remaining fractional fifteenth. The great uncer- 
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tainty and the irregularity in the earnings of small or 
partially developed concerns is clearly shown by the dif- 
ference between the second class and the first. It is true 
that there are outstanding cases of small yet solid busi- 
nesses under efficient management, whose earnings are 
comparatively stable. Yet the class shows as a whole 
much less even earnings. 

Returning now to the earnings of each class as a 
whole, and examining the changes that take place from 
year to year, we find that the earnings in the first class 
are more regular than in the second, and also that they 
are lower. An inspection of the figures in Table V shows 
marked constancy from year to year in the first class, 
considerable irregularity in the second. As regards the 
rate of earnings, the average for the entire period shows 
8.3 per cent on capital for the first class, 11.8 per cent 
for the second. The dividends are also less in the large 
concerns — 5.2 per cent against 6.2 per cent. Accruals, 
again, are less in the large concerns — 3.1 per cent 
against 5.6 per cent. With the smaller per cent of ac- 
cruals for the first class, A, of course, goes a greater pro- 
portion of the earnings actually distributed in dividends. 
In that class, more than half the total net earnings (62 
per cent) is distributed among the stockholders; in 
the second class, just about half (52 per cent). 

The question may be asked whether the smaller rate 
of earnings and dividends for the great concerns is not to 
be explained in part by the fact that their stated capital 
includes more or less ‘‘watered”’ stock, whereas this is 
not so likely to be the case with the others. On this mat- 
ter it is hard to make a precise statement. One cannot 
know whether there was or is water in the capitalization 
of a corporation unless one is fully and accurately in- 
formed about its past financial and industrial history 
over a long period. Our impression is that there are a 
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few of the very large concerns which were watered at 
least when they started. We feel reasonably confident, 
however, that the earnings of such concerns during the 
period covered by our returns would not affect the gen- 
eral results to any appreciable extent. Not only are the 
cases few, and their capital a moderate fraction of the 
total, but it frequently happens that in concerns with 
such a history, after a short period under able manage- 
ment, real assets are built up and the solidity of the 
capital stock is established. For the present purpose, 
the only pertinent fact is the amount of the actual in- 
vestment; it is immaterial when and how it was made. 
It is to be noted also that, while there are no doubt 
some cases of continued over-capitalization among the 
very largest concerns, the first decile (of low earners) 
also probably contains some of them. The final quan- 
titative result could be but little affected in any case by 
corrections on this score. If the capital of all the great — 
concerns liable to suspicion were cut in half,— if their 
rate of earnings were thus doubled,—the general aver- 
age would still be less than in the second class. 

A better explanation, tho still a partial one, of the 
greater regularity in the earnings of the first class, 
and, to a lesser degree the lower rate, is found in an- 
other direction. There are differences in policy between 
the two classes in the matter of providing against losses, 
and especially in meeting the vicissitudes sure to be en- 
countered in the business cycle. While certain risks are 
insurable (fire, liability for injuries to workmen, and the 
like) there are others which cannot be so met — depre- 
ciation and obsolescence of buildings, machinery, and 
equipment, shrinkage of inventory or credit values. In 
the large concerns reserves are maintained against con- 
tingent liabilities of this kind by setting aside each year 
a fraction of the current earnings. In the period cov- 
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ered by our returns, provision of this kind was unusual 
among the small concerns. While some set up reserves 
against depreciation of machinery, few followed any 
systematic plan, and fewer still made provision against 
the more remote possibilities of loss. The managers of 
large concerns, on the other hand, are likely to reduce the 
figures of earnings by an amount which will in their 
judgment guard the assets and provide against a reduc- 
tion of future earnings. The losses or extraordinary ex- 
penses, when they come, are none the less real; but 
they are already taken care of. The policy of thus 
providing against all possible liability and loss makes 
book earnings and actual dividends more stable. The 
concerns of the first class thus have the appearance of 
earning with greater regularity because they have been 
more careful in what they count as current earnings. 

The main explanation of the difference in earnings 
between the large concerns and the small is to be 
found in the stage reached by the businesses. Large 
concerns as a rule are large because in the past they 
have been prosperous. When they were small concerns, 
they earned more and accumulated more. Having built 
up a great capital, they reach the stage of steady 
but more moderate returns. They maintain their posi- 
tion, under competitive conditions, by conducting a 
large business on a small margin. 


A significant difference between the two classes of 
concerns is shown by the way in which they apportion 
their earnings between dividend disbursements on the 
one hand and accruals to surplus on the other. The 
smaller concerns put more to surplus, pay out less in 
dividends. This appears in the figures already given for 
Class I and for Class II as a whole. In Class I, as has 
been shown in Table V, 62 per cent of the net earnings 
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were disbursed, in Class II only 52 per cent. The same 
tendency appears through the three groups of Class IT. 
In these, as their size decreases, the percentage of divi- 
dends to earnings falls. It is 56 per cent for Group B, 48 
for Group C, 46 for Group D. The range is thus from 
63 per cent in the very large concerns to 46 per cent in 
the smallest. A corresponding trend appears, of course, 
in the rates of accrual—the per cents which are added 
annually to capital. The small concerns add more to 
surplus year by year, the large ones less. The figures are 
3 per cent on capital per year for Class I, 5.6 per cent for 
Class II. Within Class II the same gradation appears. 
The figure is 5.5 per cent for Group B; 5.7 per cent for 
Group C; 6.2 per cent for Group D, 

Looking at the dividend and surplus relations in an- 
other way, we find, not differences between the several 
groups, but uniformity. The dividend rate on total capi- 
tal remains roughly uniform within each group and 
throughout the period. It must be remembered ‘ that 
the dividend rate here discussed is not on capitalization, 
but on capital and surplus— on thestated original invest- 
ment plus accruals. The accruals, it appears, get the 
same rate of return in dividends as the original capital, 
no more and no less. Hence the dividend rate on the 
whole capital remains constant. This is the case for each 
of the four groups. While there are, of course, great vari- 
ations for the individual concerns in each group, there is 
none between the groups. In all there is a steady main- 
tenance of disbursements; the dividend disbursements 
increase at the same pace as the total capital. 

The ‘‘fixed’’ capital in the several groups — the land, 
buildings, machinery, fixtures — shows no significant 
variation between the groups as such. The proportion, 
heavy throughout, is somewhat smaller for the second 

4. As stated above, footnote to Table V, p. 30 








AMERICAN CORPORATIONS AND EXECUTIVES 39 


class, being 51 per cent for that class, against 55 per cent 
for the first class. But the several industries show much 
wider range in this regard. The proportion of fixed 
capital is high, for example, in the textile industries. 
From year to year, taking the returns as a whole, this 
proportion shows no tendency to change. During the 
decade covered in these returns, there is no apparent 
increase in the part which fixed capital plays. 

Some general remarks are suggested by the drift of the 
figures regarding accruals. Accruals are a normal and 
almost necessary part of the continuance of a reason- 
ably prosperous manufacturing business; and the re- 
turns on them, it appears, are reasonably good, but 
rarely rise to extraordinary heights. 

As the figures indicate, growth by surplus takes place 
with regularity. The surplus must remain in the busi- 
ness. It goes usually into betterments, new plant, added 
facilities. It cannot be divided at once. In fact, in but 
rare cases does it give a chance for early disbursement at 
all. A return is expected to be earned on it, and is earned 
at the same rate as on the prior investment; but no 
more. This return from the irrevocable investment in 
surplus seems to be the concrete form of the ‘‘profits”’ 
of the manufacturing concerns — their ‘‘profits,” that 
is, in the sense of earnings over and above interest on 
the initial investment. Profits of this kind do seem 
to be secured in representative concerns such as we 
are dealing with. But their substance remains im- 
bedded in the business. Only in the few cases of excep- 
tional money-makers was there any disbursement of a 
large sum, or any distribution of new stock representing 
assured great increase of net earnings. Ordinarily the 
accruals are merely a basis for future earnings, for a 
gradual flow of income which is dependent on the con- 
tinued prosperity of the concern. 
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It follows that t. e solidity of the accruals depends on 
continued good management. They appear on the books 
as a lump sum. But their reality, so to speak, depends 
on the future. They are not distributable surplus. They © 
must be kept in the business, and therefore must share 
the fate of the business. They are no more than a poten- 
tial source of eventual income. If things go badly, they 
will melt away with the rest. If things go well, the 
net earnings are maintained or grow, and dividend 
checks can be sent out. But all depends on the man- 
agement. As there is no automatic accrual of dividends, 
so there is no automatic accrual of surplus, and no 
assurance that an accumulated surplus will remain good. 


IV 


Tue THeEoRY oF Prorits. EvRoPEAN AND AMERICAN 
PRACTICE 


It remains to point out the relation between inquiries 
of this kind and the theoretical analysis of business 
profits, and to consider some problems of business prac- 
tice. 

On the theory of business profits there are two main 
trends of thought. One considers profits to be in essen- 
tials analogous to wages, and would reject any attempt 
at differentiation of busin :s profits from the earnings 
of farmers, lawyers, physicians, Business profits are but 
one of the many forms of the remuneration of inde- 
pendent workers. Profits are, indeed, a peculiar kind of 
wages, and some special things are to be said about 
them; but they are not sui generis. Therefore but three 
rubrics in distribution are to be set up — rent, interest, 
and wages. The other line of analysis separates profits 
from wages, and treats profits as a thing by itself; 
hence would consider distribution not under three 
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heads, but under four— rent, inderest, wages, and 
profits. The first sort of treatment appears in Marshall, 
Sidgwick, Nicholson, Taussig; the other, on the whole 
the more widely held, is found in the writings of Walker, 
Ely (especially in the latest edition of Ely’s Principles 
at the hands of A. A. Young), Seager. Continental 
writers commonly take the second view, that of the 
Americans just cited. The English more often take the 
first; Marshall is representative of a long line of pre- 
decessors and contemporaries. The differences between 
the two sets, no doubt, are largely in the way of em- 
phasis and exposition; they are different modes of ex- 
position rather than different explanations of the sub- 
stance of things. But they are none the less marked. 

As regards corporations, net earnings would be ana- 
lyzed by the two schools in quite different ways. The 
item of interest, of course, would not give occasion for 
divergence of views. Part of the corporate earnings, 
under both, would be treated merely as interest on the 
capital invested; precisely as, in demarcating the busi- 
ness profits of an individual or partnership, interest on 
capital at the current or normal rate is to be deducted 
before one can make out what are the earnings of enter- 
prise and management proper. But when it comes to 
stating precisely where to put one’s finger on the dis- 
putable item — earnings of + iterprise and management 
— the divergence in treatment becomes sharp. 

The first school, while lumping all the net earnings 
together in case of the individual or partnership, would 
separate them — carve them up, so to speak — in case 
of a corporation. The ‘‘business profits” of a corpora- 
tion are received partly by the stockholders, partly by 
the executives. What the stockholders get over and 
above interest (that is, dividends greater than what they 
could have got by merely lending their capital to others) 
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— this is in the nature of profits. But the salaries of the 
executive managers are also a part of the “‘profits” — 
that is, they are part of the earnings of enterprise as 
well as of management. The fact that owners and man- 
agers are different persons is but an incidental circum- 
stance; the two combine in earning a joint return which, 
tho divided between them, is homogeneous in character. 

The second school, on the other hand, would separate 
the total earnings in all cases, for individuals and firms 
as well as for corporations. Its adherents would dis- 
tinguish throughout between earnings of management 
proper, which are simply wages, and the earnings or 
rewards of enterprise; the latter only are business 
profits. The salaries of corporate executives are wages, 
like any other wages. They are of the same nature and 
are determined by the same causes as the wages of 
superintendents, accountants, lawyers, engineers. The 
business profits of corporations are received by the stock- 
holders and these only. Their dividends (so far as the 
rate is in excess of the interest rate) are alone the rewards 
of enterprise, risk, judgment. In the case of a firm, it 
happens, both wages of management and earnings of 
enterprise go to the same person, and the whole of the 
lump sum seems to be a homogeneous thing. But it is not 
so. The proper differentiation — that consonant with 
sound economic analysis — appears in the case of the 
corporation. There the essentially heterogeneous char- 
acter of the earnings becomes plain. The executives re- 
ceive wages; the business profits go to the stockholders. 

The results of the present inquiry indicate that Ameri- 
can corporations proceed on the basis of this second 
view, and tacitly confirm it. The’managers receive 
stipulated wages; the “profits” go to the stockholders. 
That such is the general situation is a matter of common 
knowledge; it needed no elaborate inquiry to bring it 
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out. Yet, familiar tho the situation is, the confirmation 
from our returns has some striking features. Not only 
are the salaries of executives stable, — as much so, it 
would seem, as those of superintendents or engineers, — 
but they are treated as salaries even when the executives 
are themselves the owners. It will be remembered that, 
when examining the returns of those ‘‘close”’ corpora- 
tions that reach the last degree of closeness, — those in 
which the executives own all the stock, — salaries none 
the less were found to be allotted by the owners to 
themselves in the same way as if ownership and manage- 
ment were separated. Even in this extreme case, salaries 
are treated as quite a different sort of thing from the 
“profits” of the corporation. To borrow the language of 
philosophy, American practice seems to support the 
dualistic view, not the monistic. 

Not all practice, however, is the same as the Ameri- 
can. It will be instructive to consider how these matters 
are handled in the corporate organizations of other coun- 
tries, and what light is thrown on the subject by observ- 
ing their peculiarities of practice. 

Everywhere on the Continent the executives of cor- 
porations receive, not fixed salaries, but sums which 
vary with the earnings of the business which they man- 
age. The “‘tantiéme”’ is universal. The Direktor (that 
is, the managing executive head) of a German stock 
company receives a fixed salary, and in addition a 
stated percentage (tantiéme) of the net earnings. The 
most common figure is 5 per cent, and the most common 
basis of computation is that of the net earnings after 
meeting all operating expenses (including interest on 
borrowed capital) and paying a fixed moderate divi- 
dend, equivalent to interest, on capital. If the concern 
is a very large one, not only the chief executives, but 
others having positions of high responsibility, have a 
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part of the tantiéme; that is, to compare with corre- 
sponding American positions, not the president only, 
but the vice-presidents also, share in the earnings. 
Among them these leading officials divide the tantiéme; 
which indeed might amount, for a great concern, to an 
inordinate sum if received by one only. In addition, it 
is common practice that the Aufsichisrat (what we 
should call the Board of Directors) receives a tantiéme, 
often also 5 per cent, which is divided among its mem- 
bers.°® 

The fixed salary of the executive (or of the execu- 
tives, if more than one) is always moderate. It is sup- 
posed to be such as to enable a man to live decently 
according to the standard of the social stratum to which 
he presumably belongs. Naturally, it is larger for a 
great concern than for a small one; larger, too, where 
special equipment or capacity is required. But it is 
deliberately kept at a modest figure. It is a sort of 
guaranteed minimum for the particular kind of work. 
Over and above comes the conditional tantiéme. This 
may amount to double the salary, even more. If the 
concern is highly profitable, the executive not merely 
earns a living, but ‘‘makes money.” 

All this is regulated by a written agreement for a term 
of years, usually five. The strictness of the contract is 
in striking contrast with the American corporation’s 
arrangement with its executives. Tenure of the Ameri- 
can executive is often loose and uncertain. In a rough 
way, it is ‘on good behavior” ; the appointment is under- 
stood, whatever the exact legal relation, to last indefi- 

5. A typical arrangement is the following: out of the net earnings of 
the concern there is allotted (1) something to reserve, until the reserve 
amounts to 10 per cent of capital; (2) a dividend of 4 per cent to stock- 
holders; (3) 5 per cent of the remaining earnings, as tantiéme, to the 
executive or executives; (4) another 5 per cent to the Board of Directors 


(Aufsichtsrat), divided among these as they decide; (5) finally, a super- 
dividend to the stockholders. 














AMERICAN CORPORATIONS AND EXECUTIVES 45 


nitely. Yet it is subject to change at short notice if the 
stockholders (that is, the directors) become dissatisfied. 
The Continental contract, on the other hand, is elab- 
orately and carefully drawn, and provides unequi- 
vocally, not only for the salary, but for the tantiéme. 

There are variations of detail between different con- 
cerns and different kinds of concerns, and between dif- 
ferent countries. In Germany the contract is nearly uni- 
form in its character (not as to the figures, of course) 
for all corporations proper (Aktiengesellschaften). For 
the limited liability concerns, G. m. b. H., which are 
similar to our limited partnerships, there is more va- 
riety. These are usually more in the nature of firms, or, 
at least, of close corporations; their shares are usually 
not transferable by the holder at will, but only with the 
consent of the corporation, that is, of the majority of 
the stockholders. The executives of such concerns com- 
monly receive a tantiéme, but not so universally as with 
the corporations proper. Sometimes they receive a 
fixed salary. Frequently, too, they are themselves 
holders of shares; which is in general not looked on with 
favor in the case of the executives of corporations 
proper. But these variations, interesting in many ways, 
are of no great moment for the present purpose. 

In essentials the tantiéme system seems to be the 
same throughout the Continent. It is found not only 
in Germany, but in Austria, the Scandinavian coun- 
tries, Holland. It is equally prevalent in France, Bel- 
guim, Italy. All over the Continent it is applied not 
only in manufacturing concerns of moderate size and 
simple character, but in the large industrial enterprises 
and combinations, in the great banks, in insurance com- 
panies — throughout the range of business. 

Something of the kind is frequent in Great Britain 
also. It is true that in the case of ‘“‘public companies” 
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in Great Britain — what Americans call public utilities 
— the plan of fixed salary is universal; and, so far as we 
can learn, the same is the case with banks, insurance 
companies, and the like. But among manufacturing 
industries there is considerable resort to a profit-sharing 
arrangement analogous to the tantiéme. So far as we 
can learn, this is as common as that of a fixed salary. 
Corporate organization, it must be remembered, has not 
ramified as far in Great Britain as in the United States 
or Germany. A very large proportion of the manufactur- 
ing concerns of moderate size are still in the hands of 
firms and individuals. British industry, in this respect 
as in others, shows more variety and flexibility than 
that of the Continent, and lends itself less readily to 
description in general terms. The contrast is most 
striking between American practice and that of the 
Continent.*® 

The tantiéme system, it is evident, implies an attitude 
toward the “‘profits”’ of a corporation different from the 
American. It is hardly in accord with the conception 
that the earnings of enterprise go solely to the stock- 
holders of a corporation. The executives also share in 
the ‘‘profits.” Their fixed salary is deliberately made 
moderate; it is less than the man may fairly be expected 
to earn, year in and year out. Like the member of an 
American firm or partnership who has his “‘ drawing ac- 
count,” the Continental manager gets enough from 
month to month to pay his ordinary living expenses. 
But at the end of the year he may prove to have earned 
much more. His tantiémes may serve to build up a 
property, even a fortune. Part of the rewards of enter- 

6. Information concerning British methods is difficult to get. What is 
stated in the text is the result of private inquiry. We are particularly in- 
debted for valuable notes to Professor McGregor of Oxford and Mr. 
D.L. Walker, Secretary of the British Affiliated Industries. The matter 


has received as little attention in England as in the United States, and 
seems to us well deserving of further investigation. 
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prise, of risk-taking, of the exercise of judgment, go 
directly to him. And how much of his total earnings is 
to be regarded as ‘‘wages”’ for labor, and how much is 
something different and in the nature of ‘‘profits,” 
it would be hard to say. He takes risks, as do the 
stockholders. He ventures his whole energy, taking as 
guaranteed pay a sum less than he expects to get and 
is expected by the stockholders to get. He exercises 
judgment, he must show enterprise. The line between 
his salary and his tantiéme is sharply drawn in his con- 
tract. But his tantiéme is just as much reward for his 
work as is his guaranteed minimum. We may indeed 
say that the fixed sum is wages, the tantiéme is “‘pro- 
fits”; but is not this an artificial distinction? 

It is to be observed that the Continental practice 
makes an overt distinction as regards the receipts of the 
stockholders. Their “ordinary” dividend — that which 
they get before the tantiéme is reckoned — is at the in- 
terest rate, and is the minimum return on investment. 
The super-dividend which may finally come to them is 
obviously in the nature of business profits. It is the re- 
ward — if there proves to be any — for enterprise and 
judgment. Jf business profits are to be sharply sepa- 
rated from wages, — as the second theoretic view con- 
templates, — the profits are to be found, in case of the 
Continental corporation, in the tantiéme and the super- 
dividend combined. 

The contrast between the American and the Conti- 
nental attitudes must not be overstated. As we have 
seen, the executive of the American corporation of 
moderate size is often himself a considerable share- 
holder; and quite as often he is vicariously in that situa- 
tion, being a representative of relatives and friends who 
are shareholders. In so far, he has taken a hand in the 
initiation of the enterprise; or at least, if he be a sub- 
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sequent purchaser, in its selection. In any case, as 
shareholder he takes his part in the current risks and 
uncertainties. And even if he be no shareholder, or a 
very small one, his economic position does not remain 
quite independent of the net earnings of the concern. 
It is not independent in the same sense as is the position 
of the superintendent or technician. Neither tenure nor 
salary of the managing executive is absolute and un- 
qualified. After all, he is on good behavior. Tho he is 
given time to show what he can do, there is a limit. He 
must make money for the corporation, and must make 
it on a scale corresponding to his salary; otherwise, 
sooner or later, he must go. In the long run, and in the 
last analysis, he is in a de facto profit-sharing position. 
At bottom his case is not entirely unlike that of the 
Continental executive with his tantiéme. 


When all is said, however, the position of the Ameri- 
can executive remains very different from that of the 
Continental Direktor. And the practical significance 
and consequences of the differences are more important 
than the theoretical classifications and refinements. The 
question of substantive moment is, which method is in 
practice the better — that of the fixed salary and uncer- 
tain tenure, or that of fixed tenure and uncertain pay? 
The question goes far into the problems both of eco- 
nomic organization and of economic motivation. We 
can do no more, in connection with an inquiry like the 
present, than indicate some of its bearings. 

The tantiéme plan would seem to be in accord with 
the general principles of individualism and of private 
property. In general, the world now pays people ac- 
cording to their efficiency — their contribution to pro- 
duction, their ability. The individual or firm that man- 
ages a business for itself, so it has been commonly said, 
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is likely to be more efficient than the corporation, for 
the very reason that hired managers are less keen, less 
efficient. If the corporation none the less has displaced 
the firm, it must be because it has some offsetting ad- 
vantages: not only those of limited liability and legal 
simplicity, but of permanence and continuity, and the 
potentiality of vast capital and indefinite expansion. 
The lack of direct personal interest on the manager’s 
part none the less remains a drawback. In discus- 
sions of the pros and cons of public ownership, for 
example, it has been pointed out that both alike are at a 
disadvantage compared to individual ownership, be- 
cause both rely exclusively on hired labor. Does not 
the tantiéme system offer a middle course, combining 
the advantages of corporate organization with the 
stimulus of individual interest? The drift of the present 
industrial system — to repeat — is to pay workers in 
general as far as possible on the basis of what they per- 
form or contribute. Manual laborers are paid by the 
piece. If an occupation is such that payment cannot be 
made directly on a basis of this kind; if it is difficult to 
measure from day to day what the man does, as is the 
case with clerks, foremen, superintendents — there is 
none the less a constant watch on their performance, 
promotion of the industrious and capable, as quick and 
close a correspondence as possible between earnings and 
efficiency. Why not do the same with the managers 
themselves? 

To ask this question is not to imply that American 
industry is inefficient. That it is not so seems to be in- 
dicated by the familiar fact that the returns to labor and 
capital are higher than elsewhere. Better leadership by 
the business managers is among the causes of this gen- 
eral superiority, the abundant and varied natural re- 
sources being only in part responsible. Nor is it difficult 
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to perceive the nature of the factors in American society 
which conduce to vigorous and successful management. 
The pervading spirit is alert and eager, one of perpetual 
competition and unceasing technical and business pro- 
gress. No doubt the money-making spirit is carried to 
the extreme, and is not altogether amiable or admirable; 
but it is there. All the emulation of the business class, 
its standards of success and achievement, cause the cor- 
porate manager, no less than the independent business 
man, to run his concern at his best pace. 

And there is something more. The traditions of cor- 
porate management are good among the manufacturing 
enterprises with which this inquiry deals. Whatever be 
the sins of corporate mismanagement and manipulation 
among the great public utilities and the giant trusts, the 
incorporated manufactures, of small and large size, 
show in the main a single-minded devotion by the man- 
agers and directors to the interests of their stockholders. 
There is commonly pride in the success of the concerns 
as such, a spirit not entirely selfish. The managing head 
does not need to be regularly bribed in order to make 
things go well, or regularly docked to prevent them from 
going ill. On the whole and in the end, he may rely on 
being paid in proportion to his services. It is part of the 
American tradition to pay very high salaries — much 
larger than are known in Europe — to men of very high 
ability. The executive may be content to bide his time, 
assured that sooner or later he will receive remunera- 
tion, in his present position or in some other, on the 
basis of his achievement. And he is relieved of a certain 
uneasiness, and of any temptation to follow a cheese- 
paring policy. He is free to develop large plans and to 
wait for ultimate results. 

And yet, when all is said of the good sides of this 
“American plan,” is it not worth while to consider 
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whether even better results might not be attained if 
there were more direct connection between executive 
earnings and executive success? Is it not possible that 
the fixed salary is merely a tradition and a habit? Is its 
universality the result of deliberate weighing of the 
alternatives, or is it simply an unreflecting maintenance 
of the good old way? This seems to us especially deserv- 
ing of consideration in connection with the manufactur- 
ing industries which chiefly have been described in these 
pages. Most of all may the question be raised concern- 
ing the corporations of our B and C groups — those not 
very large and not very small. They are often not at all 
close corporations. Often they do not show that com- 
munity of interest between executives and owners which 
comes when the executives are themselves large holders 
of stock. They cannot command the services of the out- 
standing business leaders, the rare few who have an un- 
questionable genius for organization and management. 
They must be content with intelligent, solid, prudent 
executives, who in the main follow those in the foremost 
rank. Might they not follow faster, be more on their 
toes, if there were a clear, immediate relation between 
their earnings and the net earnings of their concerns? 
A strong sense of duty and a pride in performance are 
not inconsistent with a lively interest in one’s own ad- 
vancement. Is it clear that our practice of a long-post- 
poned and uncertain adjustment of salaries to results is 
better than the more direct relation that prevails on 
the Continent? We ask the question, but do not pretend 
to answer it. It seems to us to deserve the attentive 
consideration of the business community. 


F. W. Tavussia 
W. S. Barker. 
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NON-COMPETING GROUPS 


SUMMARY 


Values reporting themselves as relative prices, costs, to bear on values, 
must be relative costs, and must be reduced to money terms, 52. 
— Efforts and waitings, therefore, articulate with prices only when 
translated into money costs, 54. The employer vs. employee point 
of view, 55. — The assumption that, in general, wages and interest are 
proportional with effort and waiting sacrifices, 55.— Cairnes’s inter- 
pretation, with wages and interest conceived as derivative from product 
prices, and with labor as the antithesis of the remuneration of it, 55. — 
Employer vs. employee cost, 56. — Relation of effort and waitings costs 
to employer money costs, 56.— Mill, 56. — Taussig and Marshall, 
57. — Ricardo, 59. — Ricardo and Cairnes; 59. — The constitution 
of the groups — by definition, 63.—- The groupings not by vocations 
but by remunerations, 65.— In what sense can the intra-group rela- 
tionships be competitive? 66. — Cairnes’s and Taussig’s reports of the 
groupings, 67.— Dates of group fixation vs. dates of group competi- 
tion, 70.— The groupings further examined, 71. — Social strati- 
fication the point of emphasis, not competition or the lack of it, 73, 
— Inherited opportunity never more than part explanation of income 
groupings, or of ratios of income to sacrifice, 74. — Complete fluidity 
of labor also would leave the groupings no less inadequate, 76. — The 
three requisites for a tenable labor theory of values still unmet, 80. 


Price is the only one among the many exchange 
ratios of any particular commodity to other commodi- 
ties that the actual market process reports. The other 
exchange ratios find expression only under the guise of 
relative prices. These potential exchanges are readily 
worked out through operations involving the monetary 
mechanism. These are, then, market values that are 
distinguished from market prices only in the sense of 
those value relations that the price situation would 
realize were the non-intermediated exchanges to become 
actual. Not that thereby these values become hypo- 
thetical; rather, they are inferential, but not thereby 

52 
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unreal. It belongs, indeed, to the very notion of a me- 
dium of exchange — the standard thing — that com- 
modities achieve ultimate exchange relations only by 
virtue of these relative prices. 

It is further clear that, since values are relative, costs 
of production, as bearing on values, must also be rela- 
tive. And precisely because the sole market value is 
price-value, it must follow that all costs of production 
directly articulating with the prices of products — costs 
in the employer’s sense — must be costs reduced to 
money terms. Appeal may no doubt be made to the in- 
fluences back, say, of the wage costs — the labor-price 
costs — to explain these labor prices, these money 
wages; but these influences have for employer purposes 
to get themselves reported in price terms, precisely 
because it is only through their influence on wages in 
money terms that they can come, through the mecha- 
nism of business costs of production, to bear upon the 
market prices of the derivative products. However 
unsatisfactory, therefore, from the point of view of 
logic, it may be to explain the price of any product by 
the prices that go to make up its aggregate of production 
costs, and no matter how urgently something further 
may be required as explanation, all employer costs of 
production have to be money costs, so far as they are 
adapted to bear on prices; and costs of production must 
be relative costs of production if they are to bear on 
relative prices. 

Nor is the case either better or worse with explaining 
product prices by cost prices than with explaining cost 
prices by product prices. Each method of approach in- 
volves the awkwardness of accounting for exchange re- 
lations by assuming certain of them to start with. To 
explain labor prices, wage costs, as being reflected back 
from the prices of the products leaves these product 
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prices waiting to be explained. And to regard the price 
costs as passed along to fix the product prices is to leave 
the prices of the costs still to be explained. Either of the 
two values would do to start with, if only, in accounting 
for market values, any value could be taken as already 
given as a starting-point. 

Two methods of solving the difficulty have been at- 
tempted: (1) the relative hindrances attending the 
efforts and waitings in production are appealed to as 
accounting for the relative price outlays attaching to 
these efforts and waitings as items of employer cost; 
or (2) relative utilities in consumption are offered as ac- 
counting for the relative prices of the ultimate products. 
Once the products have somehow arrived at their prices, 
it is not at all an impossible task to deduce therefrom 
in some fashion the prices of the factors affording these 
products. Once the costs have been arrived at without 
appeal to the products as causes, it is easy enough to 
arrive at the prices of the derivative products. The 
difficulty is solely in getting the start. It is no part of 
the present purpose to discuss whether either the utility 
or the pain method of getting it has been successful. 

Cairnes’s attempt to escape from this circuity chose, 
however, an intermediate method. From relative sacri- 
fices in the industrial processes of production he derived 
the relative prices for products; as reflected back from 
the prices of these products, he derived the remunera- 
tions for the agents and instruments of production. 
For him the wages of the labor, the machine hires, and 
even the incomes on invested funds held the rank of 
mere distributive shares. Costs of production in the 
sense of the superficial or question-begging entrepreneur 
computation — the wages and the other hires — were 
doubtless actual, but were not in his view costs in any 
fundamental value-determining sense. No price fact 
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was by Cairnes admitted as a cost item in this ultimate 
sense. Only the efforts and waitings devoted to obtain- 
ing products could in his view rank as the costs of those 
products — not wages, but labor; not interest, but 
waiting. The wages were the reward of labor, not the 
burden of it — interest the remuneration for waiting, 
not the cost of the waiting. In this emphasis Cairnes 
says: 

Of all ideas within the range of economic speculation, the two 
most profoundly opposed to each other are cost and the reward of 
cost — the sacrifice incurred by man in productive industry and the 
return made by nature upon that sacrifice. . . . Cost and remunera- 
tion are thus economic antitheses of each other. . . . Cost means 
sacrifice, and cannot, without risk of hopelessly confusing ideas, be 
identified with anything that is not sacrifice. It reports what man 


parts with in the barter between him and nature, which must be 
kept eternally distinct from the return made by nature on that 


payment.! 

Cairnes’s purpose was not merely to clear up the end- 
less confusion between labor-pain and labor-wage theo- 
ries of value, but therewith also to force value doctrine 
definitely back upon the labor-pain track from which 
Senior in some part, and John Stuart Mill systemati- 
cally, had diverted it. The entire attempt to state the 
cost-of-production problem from the employer point of 
view, with its wage and interest outlays conceived as 
costs and as ultimate explanatory causes, — instead of 
from the point of view of the burdens of labor, for which 
wages are the remuneration, and of the abstinences of 
the capitalists, for which interest is the remuneration, — 
Cairnes denounces as both superficial and circuitous; 
as leading inevitably into a chronic confusion of wages 
for effort and of interest for waiting with the effort- 
costs and the waiting-costs themselves — an assertion 
of identity or interchangeability where manifestly there 


1. Cairnes, Political Economy, chap. iii, sect. 4. 
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can be only sharp antithesis. Wages and interest equally 
with rents Cairnes held to be end items in the causal 
sequence — distributive shares in such sense as to deny 
to these shares any, even intermediate, causal bearing 
on prices: For it has later become fairly obvious that, 
if wages and interest are causal in their relation to 
prices, so also are rents. And if rent is a result, so equally 
are wages and interest. Cairnes declared all to be re- 
sults. Cairnes, that is to say, sought the enduring out- 
lawry of the entrepreneur-cost method of approach, 
instead of the acceptance of it as a current business fact 
for whatever of service it might rightly offer: 

In the analysis of cost production which I have quoted [John 
Stuart Mill’s analysis] these two opposites are identified; and cost, 
which is sacrifice, cost, which is what man pays to nature for his in- 
dustrial rewards, is said to consist of wages and profits [interest], 
that is to say, of what nature yields to man in return for his industrial 
sacrifices.? 

In fine, then, not cost from the point of view of the 
man who employs the laborer and pays wages for the 
work, but cost from the point of view of the man who 
does the work, is the significant and ultimate cost as 
Cairnes conceived it. And from the point of view of the 
laborer, not the reward for his work but, obviously, the 
doing of the work must be the cost. 

Mill [Cairnes declares] discloses with perfect clearness the line of 
thought by which the view in question has been reached: What 
the production of the thing costs to the producer, or its series of 
producers, is the labor expended in producing it. If we consider the 
producer the capitalist who makes the advances, the word labor may 
be replaced by wages; what the product costs to him is the wages 
which he has had to pay. In other words, the point of view is 
shifted from the ground of human interests to the partial and 
limited standpoint of the capitalist employer; and the cost of pro- 
ducing an article, which really consists of the sacrifice required of 


human beings for its production, is only considered so far forth as it is 
“cost to him,” that much more important view of the cost which is 


2.. Cairnes, op. cit., chap. iii, sect. 3. 
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cost to the laborer [the burdensomeness of the labor] being put alto- 
gether out of view. . . . But to the laborer wages are reward not 
cost; nor can it be said that they stand in any constant relationship 
to that which really constitutes cost to him. If they did, wages in all 
occupations, in all countries, and in all times would be in proportion 
to the severity of the toil that they recompense. Whereas the pro- 
position fails, etc. . . . That it fails in different occupations in the 
same country Mr. Mills himself allows. . . . He has been the first 
economist strongly to insist on the importance of this fact. 


The treatment of this topic at the hands of later 
writers may be assumed to be familiar to the readers 
of a paper like the present; and I leave it to readers 
to judge how far they have succeeded in keeping clear 
the distinctions to which I call attention.’ But in the 
interests both of clarity and of justice, the precise issue 
here may need to be made more specific. I do not imply 
that any leading economist of the classical tradition 
since Cairnes is to be charged with confusing these 
antithetical points of view but only with assuming that 
relative pain costs are practically, and for most pur- 
poses, interchangeable with relative wage and capital 
costs. My point of attack is solely this assumption, — 
which seems to me to be both explicit and implicit with 
Marshall and Taussig, and to be typical of classical 
doctrine, — that in some large and general way the 
wage and interest outlays of the entrepreneur find their 
determination and their adequate explanation in the 
efforts of the wage receivers and the waitings of the in- 
terest collectors — the payments so far proportional 
with the sacrifices as to be quantitatively accounted for 
by them. Were this position tenable, no objection could 
rightly be urged against the constant shift between the 
two points of view. So far as I know, this proportional- 
ity faith awaits even an attempt at serious argumen- 

3. Representative pertinent passages as in Marshall’s Principles, vol. 


i, pp. 430, 476, 477 (4th edition), and in Taussig’s Principles, vol. i, pp. 
171, 172, 186, vol. ii, p. 147, and chap. 48, passim. 
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tative justification. Unless the correspondence of wages 
with laborers’ sacrifices is obvious, I ask solely that 
such connections as are relied upon be definitely indi- 
cated and established. I take it not merely that, for the 
classical position, something is needing to be done at 
this point, but that it cannot be done — the doctrine of 
non-competing groups amounting in itself to the frank 
admission that it cannot, excepting within certain very 
limited fields. And thus the particular purpose of the 
present writing is to show that, even in the particular 
fields reserved, the attempt has ended in failure. 

That is to say, I deny — with Cairnes — any general, 
significant, and workable correspondence between the 
pains or sacrifices lying back of preduction and the 
remunerations awarded. And I hold also that even did 
‘these payments more or less closely correspond,’’ the 
very more-or-lessness of the correspondence must dis- 
qualify it for the purposes for which it is offered — the 
proportionality of the expenses of production with the 
ultimate sacrifices and pains in the productive process. 

But whatever may be the merits of the argument un- 
der this head, the immediate purpose is to get the pre- 
cise issue clear, to the end that Cairnes’s position with 
regard to it may become also clear. Cairnes both ad- 
mits and asserts the general lack of even any more-or- 
lessness of the sort in question; but finds, as he believes, 
a significant residuum of it inside the limits of the re- 
spective non-competing groups which he sets up. For 
present purposes, therefore, the problem becomes two- 
fold: (1) How and in what sense of the word competitive 
are these groups constructed? (2) How far, within these 
group limitations, can the prices of products be found 
proportional with the pains or sacrifices attaching to 
labor and saving? 
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Now what is the explanation of this singular confusion of thought 
and perversion of facts? Obviously this — the whole problem of in- 
dustry is looked at exclusively from the capitalist’s point of view ... 
high wages are looked at as “neutralizing” industrial advantages, 
as if nothing were gained that did not come to the capitalist’s maw. 
. . . “Dear labor,” says Mr. Brassey, . . . “now the great ob- 
stacle to the extension of English trade.” “High profits,” Cairnes 
objects “are an obstacle in the same sense.” 4 

The economists earlier than John Stuart Mill had, 
it is true, commonly taken for granted that wages were 
proportional with the burdens of labor. It was, indeed, 
Ricardo’s especial task to get the doctrine that com- 
modities exchange against one another in the ratios of 
their labor pains of. production into harmony with the 
doctrine that commodities exchange also in the ratio of 
their entrepreneur costs. With money costs taken by 
sheer assumption to be proportional with real costs, 
both the employer and the employee points of view 
were presented as tenable. 

The tenability of this Ricardian attempt to justify 
both the employer and employee standpoints of cost, 
through basing employer costs on employee costs, — 
relative prices conforming to relative entrepreneur costs 
and thus to relative pain costs, — it is no part of the 
present task to examine, but solely to make clear 
Cairnes’s position with regard to it. He denounced the 
doctrine for what he regarded — rightly enough as the 
present writer holds, but does not argue — as its evi- 
dent falsity to fact. It, plumply, was not — and is not 
—so. Never are wages proportional to labor burdens. 
And Mill, as Cairnes notes, not only admits but asserts 
precisely thus much. 

What then could be done, in view of Cairnes’s convic- 
tion that nothing both significant and ultimate could be 
done with employer — capitalist’s — cost? 

Cairnes’s offered solution did not begin with wage 


4. Cairnes, op. cit., chap. iii, sect. 4. 
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costs or with interest costs, or with wages and interest 
in any form, cost or other, but ended with them. They 
are presented as merely distributive price shares out of 
the price products which, causally speaking, labor and 
capital, not wages and interest, have brought into 
being. Ultimately, wages, while doubtless employer 
costs, do not, Cairnes insists, determine product prices, 
but are determined by prices,—derivatives from prices 
rather than causes of them, — the prices of the products 
reflected back to apportion wages to labor, rather than 
the labor prices carried forward to attach prices to the 
products: ‘‘the principle that cost of production deter- 
mines values . . . merely amounts to saying that 
values are in proportion to the elements of which they 
are made up.” Whether for well or ill, therefore, 
Cairnes’s view belongs — so far and in this emphasis 
— to a later time: 

The remunerations come from the prices of the commodity in 
each case — [implicitly and essentially a productivity theory of 
distribution]. (Chap. iii, sect. 5.) — If wages stood in any constant 
relation to that which really constitutes [the laborer’s] cost, . . . 
wages in all occupations, in all countries, and in all times would be in 
proportion to the severity of the toil which they recompensed. 
(Chap. iii, sect. 3.) — The value of the product resulting from in- 
dustry forms ... the source from which . . . industry is re- 
munerated. ... It is the value of the product from which the re- 
muneration of all concerned in the creation of that product ulti- 
mately comes. Wages and profits in each branch of industry are 
thus derived from the value of the commodities proceeding from 
that branch of industry, and . . . other things being the same, the 
aggregate of wages and profits received by any group of producers 
will always vary with the aggregate of the value of the commodities 
which they produce. (Chap. x, sect. 5.) 

But if in terms of wages and interest the prices of the 
products are reflected back to the labor and capital that 
bring the price products into being, whence, in Cairnes’s 
view, were derived the prices of the products, the value- 
volumes to be distributed? 
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The appeal was to Ricardo’s interpretation of labor 
as a leveling and proportioning influence. Values of 
products, in Ricardo’s view, did not come into being 
through the passage over to these products of any val- 
ues originally resident in labor. Surely labor had a price, 
its wages; but Ricardo did not attribute to labor — or 
for that matter deny to it— any real and ultimate 
value of its own. Things had real values as distinguished 
from market values, according as they incorporated 
human labor. But this position did not necessitate, or 
even in Ricardo’s view imply, that labor itself had any 
real value. In this emphasis wrote Ricardo to Say: 

I do not say that it is the value of labor that determines the value 
of the product. This is a view that I am trying with all my power to 
refute. I say that it is the comparative quantity of labor necessary 
to production which determines the relative values of products. 
[And again]: the proportion between the quantities of labor necessary 
for acquiring different objects seems to be the only circumstance 
which can afford any rule for exchanging them for one another. 5 

And thus, altho employer costs may be appealed to in 
order to explain any particular price, it is to this labor 
proportioning process that reference must be made to 
explain the relative volumes of commodities and their 
relations of exchange to one another as reported in their 
relative prices. These results, it is true, are worked out 
through the entrepreneur mechanism: labor will be 
changed in direction so long as better price results are 
promised by the change — whenever, that is to say, the 
price displacement would else be greater than the 
price product—opportunity cost, essentially. Through 
changes in relative volumes of products, therefore, as 
Ricardo insists, relative prices will be so modified as 
to minimize, or entirely to cancel, such emerging differ- 
entials as may attend the production of different com- 


5. Ricardo, Political Economy, Gonner’s edition, chap. i, sect. 1, par. 
10. 
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modities. And it is doubtless true that the entre- 
preneur process works in this leveling way; only that 
it is not true that it works to proportion values to 
labor-burden costs, but only to employer-outlay costs. 
To Ricardo, however, it seemed true that, were all la- 
borers working under their own direction, this propor- 
tionality of prices to labor burden would obtain. If so, 
the mere interposition of entrepreneurs could not, he 
assumed, disturb the principle. In fact, however, — 
clearly enough, — the opera singer and the day laborer 
do not achieve products or price remunerations propor- 
tional to their pains, nor would they, even were the two 
laborers producing directly on their own account. Nor 
is it true that their products are proportional to their 
possible alternative products. The leveling significance 
of costs to make prices proportional with costs attaches 
only to employer costs. 

Ricardo’s view — a position necessary to his case — 
that wage costs are proportionate to labor burdens in- 
volves, then, the serious error which, as we have already 
seen, was noted by Mill and repeatedly emphasized by 
Cairnes. But Cairnes nevertheless insists that, within cer- 
tain limits, it does still hold true that the relative prices of 
products are proportional to the relative labor burdens; 
and, moreover, that conditions might obtain through 
which still larger areas of fact would fall within the 
proportion generalization. Were different men of prac- 
tically one level of intelligence, strength, and indus- 
triousness, and also of equal adaptability to different 
occupations, and were they equal also in their oppor- 
tunities for training, — if, that is to say, differentials in 
native qualities and in inherited opportunities were 
wanting, to the degree that no occupation could be rela- 
tively so scantily manned as to occasion relative scarci- 
ties of product with reference to the demands of con- 
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sumers, — prices would, as Cairnes insists, come to be 
proportionate to labor burdens. 

Cairnes recognizes, however, — indeed he strongly 
urges as the basic fact in his analysis, — that under 
actual conditions society has become wealth-stratified 
—with opportunity mainly a matter of inheritance. 
Therefore the relative outputs of goods cannot be deter- 
mined by the relative burdensomeness of the labor in- 
volved in producing them; nor can the wage incomes 
derivative from these product-prices be similarly pro- 
portional. Because of the economic stratification of 
society and of the accompanying differentials of in- 
herited opportunity, there is, Cairnes insists, a corre- 
sponding stratification in the relation of labor burdens 
to the price products of labor and to the wage remunera- 
tions derivative from these price products. 

Cairnes’s non-competing groups are constructed to 
take account of this economic stratification and of the 
attendant differentiations in inherited opportunity. 
Agreeing that in large part products do not, under ac- 
tual conditions, bear prices proportionate to the labor 
of production, and that the traditional labor-pain ex- 
planation of the exchange relations of goods violates 
obtrusively and demonstrably the facts of the existing 
economic situation, he sets himself to the task of deter- 
mining whether at all — and, if at all, within what 
limits—this proportionality of prices to pain burdens is 
actual: how far is the labor-cost theory of value tenable? It 
would, he thinks, be tenable in a non-stratified society. 

Cairnes’s position is that there are certain groups, 
strata, in society, in which, relatively to the member- 
ship of the respective groups, — and only thus rela- 
tively, — the proportionality holds for the prices of the 
products produced by the different members of each 
particular group to the labor burdens of the respective 
members, and therewith for the derivative wage returns. 
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A non-competing group is by definition a group meeting 
these requirements. By definition, a non-competing 
group is made up of those producers whose labor incomes 
are proportionate to their respective labor burdens. 

But is this proportionality, as it lay in Cairnes’s 
thought, precise or rough or average? This must depend 
upon the minuteness of the grouping. Taking it that, 
say, four groups are conveniently or practicably to be 
recognized, the proportionality can be only of a rough 
or average sort. If, however, any grouping by averages 
holds, the objection is prompt that this is to cancel the 
very purpose of the grouping. One sole group would 
suffice under this average test. 

But, in any case, what is, after all, the precise con- 
stitution of any particular group, and in what sense are 
the members of it in competition with one another, the 
while that these member™ are not in competition with 
the members of other gi ups? Is the grouping voca- 
tional entirely or in part, or is each group made up as a 
cross-section of differerA occupations? Schematically 
our problem may take the following setting: 
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Is the grouping occupational? Instead, it appears to 
be of the horizontal sort, a cross-section of occupations, 
the principle of the grouping mainly or entirely one of 
compensations. Nor, on the face of things, is this inter- 
pretation fairly open to question. Cairnes states the 
situation as follows: 


What we find is not a whole r Sulation competing indiscrimi- 
nately for all occupations, but a series of industrial layers super- 
imposed upon one another . . . in such some order as this: first at 
the bottom of the scale . . . the layye group of unskilled laborers 

. Secondly, there would be the artisan group, comprising skilled 
laborers of the secondary order, carpenters, joiners, smiths, masons, 
shoemakers, tailors, hatters, with whom might be included . . . the 
small retail dealers. . . . The third’ ‘er . . . producers and deal- 
ers of a higher order, whose work w _ | demand qualifications only 
obtainable by persons of substantial ans and fair educational op- 
portunities, . . . civil and mechan. al engineers, chemists, op- 
ticians, watchmakers . . . the superwr class of retail tradesmen. 
. . . A fourth could contain members of the learned professions as 
well as persons engaged in the various careers of science and art, and 
in the higher branches of mercantile business. . . . Not an exhaust- 
ive classification: I attempt nothing of the kind; but merely seek 
to exhibit in rough outlines the forms which industrial organization, 
under the actual conditions of modern life, tends to assume . . . my 
object being . . . to furnish help toward a more distinct apprehen- 
sion of the limitations imposed by social circumstances on the free 
competition of labor. . . . I am far from contending for hard lines 
of demarcation.® 


6. Cairnes, op. cit., chap. iii, sect. 5. 








66 QUARTERLY JOURNAL OF ECONOMICS 


But if, in principle, the grouping is horizontal, it 
must, on the face of the case at any rate, be clear that 
to talk of competition between lawyers and engineers, 
or between merchants and artists, is to make nonsense 
of the classifications. In what sense and how far the 
ten-thousand-dollar lawyer competes with the five- 
thousand-dollar lawyer may be open to question; but 
the competition is certainly closer and clearer than that 
of the high-income lawyer with the high-income painter 
or sculptor. And if the same industry, or occupations 
closely similar, must go along with some sort of equal- 
ity, loose or precise, in labor returns, no one group can 
ever include more than one subdivision in some one ver- 
tical column in our table — the $11,000—$9,000 lawyer 
area, for example; or the $11,000—$9,000 sculptors; or 
carpenters of the $3,000—$2,000 grade. 

And further: if the construction of the group includes 
those persons whose ratios of income to labor burden are 
the same or approximately so, it might readily include 
the $2,000 teacher who keenly enjoys his work along 
with the $10,000 lawyer or merchant of less enthusiasm 
for his particular field of effort. Of two $10,000 lawyers, 
the one disliking his work would fall into one group, and 
the one enjoying his work into another — or, as well, 
into none, having no labor-burden quantity to serve as 
a term in aratio. And the artist, or that famous professor 
who received $5,000 per year for doing what, if he had 
to, he would pay $5,000 for the privilege of doing, could 
belong to no group, there being no burdens to be set over 
against rewards. Nor, if the groups are constituted on 
this ratio principle, — or, indeed, on any other principle 
than that of occupation or of income, — is there any 
possibility of any one determining for himself to what 
group he belongs, or of searching out someone else to 
find this out for him. It would be like the membership 
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in the invisible church of Catholic dogma — all of the 
invisible membership to be saved along with the visible 
members, and therefore no possibility of certainty that 
any particular individual is going to get damned. Any 
individual not already included in the visible member- 
ship may belong to the other membership. 

And unless the groups are occupational, there can 
commonly be no competition among the members. And 
if the groups are occupational and the presence of com- 
petition is the test, there is plenty of it, and of the plain- 
est sort, across group lines — the low-grade with the 
medium-grade lawyer, or the small grocer with the 
large. 


It may well be that all these objections stress diffi- 
culties that are beside the point. In fact, Cairnes’s use 
of the term ‘‘competitive’’ works to make his meaning 
gratuitously obscure. But still, is the grouping a hori- 
zontal, a cross-section grouping? Taussig at any rate, 
paraphrasing Cairnes in most respects, appears so to 
interpret: it: 

Amid the great variety of occupations and of wages, certain broad 

groups may be distinguished . . . called, in the phrase introduced 
by Cairnes, non-competing groups; non-competing in the sense that 
those born or placed in a given group usually remain there and do 
not compete with those in other groups.’ 
By implication, however, and as Cairnes holds, they do 
compete with one another — if only one could be sure 
of the connotation of the word competition, and could 
attach any definite date to the taking place of it. 
Taussig writes: 

For most men it is very difficult, for many it is impossible, to 
move from the group in which they find themselves into one more 
favored. ... Five groups: (1) ... the day laborers, so-called; 
the diggers and delvers who have nothing to offer but their bodily 


7. Taussig, Principles of Political Economy, vol. ii, p. 134. 
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strength. No doubt . . . there are some gradations . . . capacity 
and willingness to labor. [Which, by the way, should set their com- 
pensation appreciably askew when viewed as ratios to labor burdens, 
unless, indeed, the grouping is by averages. And if it is by averages, 
any group, no matter how inclusive, may be average-wise consti- 
tuted.] . . . Education rarely carried beyond the minimum;.. . 
children set to work at the earliest age at which they can earn some- 
thing; the maximum wages of any individual earned as soon as he is 
full grown, and become less rather than greater as middle age is 
reached; factory employees whose work is of the simplest sort. . . . 
(2) Those who, while not needing specialized skill, yet have some 
responsibility, and must have some alertness of mind . . . motor- 
men, . . . miners, . . . an immense number of factory workers 

. - must have some intelligence in watching and applying ma- 
chines . . . wages commonly paid by the week; . . . a greater con- 
tinuity of employment. ... (8) The aristocracy of the manual 
laboring class: the skilled workers. Such are carpenters, bricklayers, 
plumbers, machinists; the whole range of occupations where there 
is need for a sure eye, familiarity with tools, a deft and trained hand. 
. . . It is among workmen who possess such ability that trade unions 
are strongest. Some accumulation of property is possible... . 
Some pride in the occupation is developed, and a spirit of independ- 


ence. Education, too, is carried further. ... The children are 
usually . . . prepared by apprenticeship or otherwise for a partic- 
ular trade. . . . (4) The group that approaches the well-to-do, the 


lower middle class . . . clerks, bookkeepers, salesmen, small trades- 
men, railway conductors, foremen, superintendents, teachers in the 
lower grades. Education is carried further. . . . High school or 
academy is usually entered and often attended through its entire 
course. Marriages take place at a somewhat later age; and some en- 
deavor at saving or accumulation; a demarcation of social feeling 
that does not correspond to differences in wages; for in modern com- 
munities the rate of pay in this fourth class is often little different from 
that in the third class.® 


The grouping here, obviously, is not precisely accord- 
ing to incomes. The emphasis shifts to considerations 
of social repute—items on the cost rather than on the 


8. Taussig, op. cit., vol. ii, p. 135. Italics are mine. — It should be 
stressed also that Taussig, like Cairnes, disclaims any attempt at draw- 
ing hard lines of demarcation. Instead, the five groups “shade into an- 
other by continuous gradations; but they are distinguished sufficiently 
to bring into relief some important questions as to the relations between 
social classes and the fundamental causes acting on distribution and on 
values.” Ibid., p. 141. 
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return side, and relevant, therefore, solely or mainly, 
as affecting the ratios of income to sacrifice. This fourth 
class gives its children the better opportunities, even 
tho it has not the larger incomes — perhaps, therefore, 
spending up nearer to its possibilities. But still, in any 
case, the classification is clearly one of the cross-section 
sort. 

(5) Finally . . . those who regard themselves as the highest 
class, and certainly are the most favored class: . . . the professions, 
so-called — the lawyers, physicians, clergymen; teachers of the 
highest grades; salaried officials; . . . business men and managers 
of industry. The associations are with property and accumulations. 
Education is carried to the highest level. . . . Earning power does 
not begin early . . . a stage of slow start and slender beginnings 

. marriage delayed until late; wives largely ornamental; ser- 
vants.° 

Clearly, then, the groups are cross-sectional. But 
equally clearly each member can compete with only 





such other members of the group as are engaged in the ~ 


same or similar lines of production — therefore with 
only a small fraction of the entire membership. And 
similarly clear is it that each member competes with a 
large number of producers in his particular field of pro- 
duction who are nevertheless outside his group, because 
falling within other income strata. 

Not less clear is it also that, if a group is made up of 
those having the same unit compensation per unit of 
burden, the group membership need not be restricted 
either to any one vocation or to any one level of com- 
pensation. Under this interpretation of ‘‘competing”’ 
and of ‘‘non-competing,”’ the group notion lapses into 
sheer nonsense. 


It is, however, promptly to be said that primarily and 
originally the groups in question are not groups by the 
9. Taussig, op. cit., vol. ii, p. 137. 
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fact that they are producing for the same market, or 
that the members of them are at present competitors 
with anybody anywhere. They are groups originally 
constituted by tests of the economic status of parents, 
and are made up, as of that date, out of individuals 
in their economic minority, — legal infants, — these 
groups, so constituted a generation back, existing down 
into the present according to the original principle of 
selection — groups whose sole relevancy to their orig- 
inal and later membership under the grouping principle 
is that, as of the date of this earlier time, the group — or 
the parent constituents of it — were putting out chil- 
dren, most of whom, no doubt, would in their due and 
later time, enter into business competition against other 
producers — children, however, who, at the original 
date of membership fixation, were not competing with 
one another or with any one else, and were therefore 
neither competitors nor non-competitors for grouping 
purposes or for any other purposes. In fine, the group- 
ing is essentially one of parents — or of parents together 
with their children — according to the means of these 
parents. They are groups, moreover, which later, abid- 
ing always by their original principle of selective group- 
ing, contain members who competitively do later enter 
productive activities, but who do not in the main ever 
come to be competitive with one another, but rather, 
later, with the members of the same occupational 
groups. And, clearly enough, such pains or expenses in 
the training of the offspring as are to be allowed for, 
must mainly have attached, not to the offspring, but to 
the parents. 

The competition with which the grouping principle 
has to do is, therefore, a competition in the sense solely 
of the efforts of parents to equip their children for these 
later contests and relations which competition commonly 
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connotes. In this sense of competition, however, the 
competitions of these offspring do not take place as of 
the period of preparing to select their later lines of pro- 
ductive activity, but only as of the later time when these 
lines of activity come actually to be pursued. Still less 
does the competitive principle that guides the constitu- 
tion of the group prescribe that later these offspring, 
having grown to more mature estate, shall then become 
competitors of one another. This particular sort of 
competition, in such sense as it was actual, went on a 
generation back — the competitive venue changed in 
point of time from the now to this earlier then. All that 
the group at present signifies for present purposes is 
that the members of it — not now competitors of one 
another — were earlier the children of homes providing 
such approximate equality of opportunity that the off- 
spring are now able to get — it is alleged — approxi- 
mately equal returns from their labor, and returns that 
also are approximately proportional to the labor bur- 
dens now incurred; whereby it comes about as a present 
fact that the group comprises those individuals whose 
labor returns are proportionate to their labor burdens. 
It is, therefore, no part of the principle of the present 
grouping that there are or that there are not any pres- 
ent competitive relations, in the commonly accepted 
sense of competitive. 

Can these things really have been after these ways in 
the thought of Cairnes? Recall the problem as Cairnes 
set it to himself: to find how far the earlier doctrine 
that made the prices of commodities proportionate to 
the burdens of labor could be defended. Recall the 
nature of the group as fixed by definition: those people 
with whom, because of their substantially equal early 
opportunities, there goes approximately the same ratio 
of remunerations to labor burdens. And note further 
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certain unstressed but important phrases in Cairnes’s 
report of the construction of his groups: his second 
group 
comprising skilled laborers . . . carpenters, joiners, smiths, masons, 
shoemakers, tailors, hatters, etc., etc., . . . with whom might be 
included the very large class of small retail dealers, whose means and 
position place them within the reach of the same industrial opportunities 
as the class of artisans [italics mine]. The third layer . . . whose 
work would demand qualifications only obtainable by persons of 
substantial means [parents?] and fair educational opportunity [child- 
ren?}]. .. . Above these there would be a fourth whose ampler 
means would give them a still wider choice. . . . Myobject . . . to 
furnish help toward a more distinct apprehension of the limitations 
imposed by social circumstances on the free competition of labor. 
. . » The average workman, from whatever rank he be taken, finds 
his powers of competition [of selecting his prospective line of com- 
petitive production] limited for practical purposes to a certain range 
of occupations, so that, however high the rate of remuneration in 
those that lie beyond may rise, he is excluded from sharing them. 
Taussig, in turn, suggests, tho not quite so definitely, 
the same ultimate principle of grouping — the wage 
differentials turning on differences in parentally pro- 
vided opportunity — an occupational stratification of 
society by virtue of the superior advantages that homes 
of larger means and of better social breeding are able to 
provide. In the lowest group “education is rarely,” 
Taussig notes, “‘carried beyond the legal minimum, and 
children are sent to work as early as they are able to 
earn something.”” The work, being mainly a matter of 
muscle, grows less effective, as also more scantily paid, 
after early maturity. But in the third, the skilled-labor 
group, there is some accumulation of property. Educa- 
tion is carried further. The children mostly finish the 
grammar school curriculum, and, in acquiring the train- 
ing requisite for any particular skilled trade ‘‘are usually 
prepared by apprenticeship or otherwise. ... Next 
comes the group which approaches the well-to-do.”’ Its 


1. Cairnes, op. cit., chap. iii, sect. 5. 
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make-up is of bookkeepers, small traders, foremen, su- 
perintendents, etc. ‘“‘The parents more ready and better 
able to support the children through a long period,’’ the 
high school “often attended through its entire course.” 
Nor, plainly, is the demarcation entirely one of wages: 
“‘For the rate of pay in this fourth class is often little 
different from that in the third class.’’ The difference, 
one infers, is merely in the fact that the offered oppor- 
tunities are socially the better. 

In the fifth group — for Taussig classifies in five in- 
stead of four groups — ‘‘the associations are with prop- 
erty and accumulation. Here are the professions so- 
called — the lawyers, physicians, clergymen, salaried 
officials . . . in positions of responsibility and power; .. . 
business men and managers of industry.”” Note, how- 
ever, that here not the children but the parents receive 
emphasis in the grouping: ‘‘ Education is carried to the 
highest level . . . not only a long period of training and 
education but an additional stage of slow start and 
slender beginnings. Marriage is delayed.” ? 

Nothing in all this can fairly be taken as decisive as 
to whether the grouping is one of the parents whose 
means and attitudes fix the opportunities of the child- 
ren; or of the children whose opportunities are deter- 
mined by the parental situation and disposition; or of 
both together. Nor does it greatly matter. In point of 
later application, the children solely would represent it. 
In any case, it is a grouping that dates from a time be- 
fore competitive production begins, and has solely to do 
with the conditions determining the selection of occupa- 
tions, and thereby with those competitions that shall 
later come to be actual. But never, obviously, at any 
later time will the man who selected the law come to be 
a competitor of those fellows of his group who at this 


2. Taussig, op. cit., vol. ii, p. 127. 
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earlier time had somehow decided to become engineers. 
Intra-group competition can be present — at no matter 
what date — only in the sense that, from among those 
occupations that were open to all members of the group, 
there did then take place a preparation and a selection. 
Moreover, such choice of occupations as the parental 
situation carried with it could, at the date of selection, 
be common to all the members of the group only in the 
sense that no financial or social veto had bearing to 
limit the choice of occupation — not in the sense that 
each member was equally fit with every other to become 
teacher, lawyer, sculptor, or engineer, or was as fit as 
any other member to become preacher, painter, sculp- 
tor, or lawyer, according as the prospective financial 
advantages should impersonally advise. The group is 
obviously merely one of equality in the objective condi- 
tions bearing on the choice of occupations, and therefore 
on the field of later competition. 


So interpreted, this doctrine of non-competing groups 
may appear to be merely a laborious and perplexing 
method of reporting the economic stratification of so- 
ciety through the inheritance of opportunity. That, 
through lack both of training and of nourishment during 
early life, poverty tends to perpetuate itself, is not far 
from a commonplace. Inheritance is more than hered- 
ity, and carries along with it both good and ill fortune, 
irrespective of influences of native capacity. The Mil- 
tons that remain mute and the singers dead with all 
their music in them are to be accounted to the poverty 
that smothered or killed. But thus much the doctrine 
of non-competing groups did not need either to report 
or to formulate. And of thus much the doctrine of non- 
competing groups was a most awkward and perplexing 
report and formulation. And even tho, for the special 
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purposes of economics, the facts called for a new inter- 
pretation or for further analysis, the terms selected as 
descriptive were most unfortunately, and even disas- 
trously, chosen. In no sense commonly attached to the 
notion of competition, could the relative wealth of 
parents, or the educational advantage accruing there- 
from to their children in the selection of lines of gainful 
activity, be termed either affirmatively or negatively 
competitive — any more than the force of gravity can 
be asserted to be more or less brown or less or more 
savory. Under similar tests of meaning, the relation 
between engineers and teachers of equal salaries is not 
properly to be termed competitive, or the relation be- 
tween different lawyers to be termed non-competitive 
merely through the fact of differences of incomes. Small 
grocers compete with large — if ‘“‘competition’’ has any 
meaning. 


But it still remains true that influences of training 
that turn on parental means and position do measurably 
create or modify opportunity, and do thereby affect the 
returns on individual effort. The better paying occupa- 
tions are commonly the most readily open to individuals 
having these advantages of social position and of train- 
ing, which derive, in turn, in large part, from parental 
resources and leverage. Were these differential advant- 
ages absent, the disproportion between labor burdens 
and labor incomes would be less marked. 

Nevertheless the disproportion would persist — in 
such sense, at all events, and in such degree, if at all, as 
the labor burdens of different individuals are rightly 
comparable. Cairnes’s assumption that in the absence 
of differential opportunities labor returns will be pro- 
portionate to labor burdens, is heroic in the extreme, and 
would be almost equally untenable, even were not differ- 
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ences in native intelligence and skill to be allowed for. 
All that his two assumptions could together signify 
would be to make the disproportion less extreme — not 
to cancel it. The conceit, for example, that each human 
being has a special resemblance to some particular lower 
animal, may have this much of truth in it, that each 
human being looks less unlike some one particular ani- 
mal than any other animal. A Frenchman or a German 
does not resemble — it may be assumed — either a 
rhinoceros or a sea-serpent, but still looks less unlike 
the rhinoceros than the serpent. Similarly labor hires 
are never proportionate to labor burdens, but they 
might be still more or still less disproportionate than 
they are. At the best these groupings by Cairnes report 
nothing more than those strata in society in which the 
disproportion is less extreme, precisely because some of 
the influences making for disproportion are less marked. 
No objective grouping of laborers is possible — but 
only a grouping by definition — whereby the wages of 
labor can be proportionate to the burdens of labor. And 
even were this proportion true in some average sense, 
this introduction of averages cancels, as has been re- 
marked earlier, the significance of the doctrine; the 
application of the average principle does not wait upon 
any sort of grouping. All laborers would remain where 
they originally were — constituting one group. 

Clearly enough, moreover, the increased occupational 
fluidity of labor that would attend the elimination of 
these differentials of inherited opportunity — all la- 
borers members of one and the same group — would 
not suffice to save the doctrine that product prices and 
wages either are, or “‘tend”’ to be, proportional with the 
burdensomeness of productive labor. True it doubtless 
is that partly or mainly through inheritance, as distin- 
guished from heredity, society is loosely stratified, so 
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that, in General Booth’s phrase, ten per cent of the Eng- 
lish are not so much born into the world as damned into 
it, — the while, it may be added, that still other human 
beings are as distinctly blessed into it, — all of this 
signifying, for present purposes, only that the dispropor- 
tion between labor pains and labor returns becomes still 
more marked. But even in the absence of all these 
social and economic handicaps of stratification, a large 
residual disproportion would still obtain. Take, for 
example, five sons in the same rich and socially approved 
home: is it to be assumed that they will all arrive into 
the same labor-income group, as against distributing 
themselves among all four; or that, for such as do come 
into the same group, the same ratio will approximately 
obtain between labor burdens and labor rewards? Is it 
not, indeed, fully as probable that one of them, not 
greatly wearying himself with efforts for gain, may earn 
correspondingly little by his labor, while another works 
more grievously and gains correspondingly more; the 
two belonging, therefore, — if only by virtue of an un- 
fortunate definition, — to one and the same group, 
despite their differences of income? 

And here it is again to be stressed that these two sons 
need not be competing with each other in any sort of 
way, belonging instead to a group the membership of 
which was determined a generation earlier — at which 
time, likewise, they were not in any sense, either usual 
or intelligible, competing with each other, but only de- 
ciding that they were never to become competitors. 

Is there any way out of this seeming impasse? 
Cairnes’s attempted exit was by abstracting from all 
influences of native skill and adaptation. He inter- 
preted all cases of acquired skill as acquired on such 
terms of burdensomeness to the learner (or was it to his 
father? and was it not in either case rather expense 
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than pain?) as should reinstate the proportionality of 
returns to burdens. Native skill, that is to say, Cairnes 
disposed of under the head of monopoly — setting it 
thereby, as he thought, outside the necessity of con- 
sideration, and leaving its remuneration to be explained 
through the law of reciprocal demand; which law, as 
elsewhere he makes clear, resolves itself merely into the 
familiar law of demand and supply. But all remunera- 
tions, monopoly or other, are compassed by this ex- 
planation. In any sense in which it is adequate, it must 
be equally adequate for the remunerations within each 
group, and for the remunerations of any group relative 
to the remunerations of any other. 

Nor, in fact, is special skill, either native or acquired, 
any more a monopoly than is special blockheadedness. 
A man may as distinctly be specialized in his particular 
line of occupation by his special lack of fitness for any 
other occupation as by his exceptionally high capacity 
for the particular occupation. Nor does special skill 
commonly connote monopoly, except when the posses- 
sion of it goes along with the absence of competition by 
other people. Most skilled people are vigorously en- 
gaged in competition. Monopoly is, in degree, merely 
the absence of competition — its antithesis. 

It is, then, clear that equal inherited opportunities 
will suffice for the requisite grouping by which labor re- 
wards shall be proportionate to labor burden — only 
upon the assumption not merely of equal special and 
equal all-round capacity, but also of equality of interest 
in the rewards of labor and equality of disinclination to 
the performing of labor. The human materials must 
offer interchangeable units in all relevant aspects, and 
not solely in the aspect of inherited opportunity. If, 
then, as Cairnes believed, the labor-burden theory of 
relative prices and of relative labor rewards must be 
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abandoned, except so far as the grouping principle can 
avail to support it, it becomes fairly obvious that it must 
be abandoned altogether. 

But if doubt shall still exist under this head, let it be 
called to mind that many occupations are not burden- 
some at all. The Harvard professor who received that 
$5,000 annually for the services which, if he had to, he 
would pay $5,000 for the opportunity to render, — his 
veracity for present purposes being unquestioned, — 
makes the issue clear. He had no burden to serve as one 
term in a ratio. The artist often, and not rarely the 
laboratory worker,— perhaps occasionally the class- 
room man, — quits work not through its having become 
tedious or unattractive, but solely to turn to some still 
more attractive thing—golf, or skating, or billiards. It 
is not inconceivable that all work, if rightly distributed 
in the right quantities, should become pleasant work. 

In truth, such approximation to a complete and per- 
fect labor fluidity as might arrive with the elimination of 
the differentials and handicaps of inheritance — not, 
however, of heredity — would suffice to guarantee 
neither approximate equality in labor rewards, nor, still 
more obviously, equal ratios of rewards to burdens. 
Assume, indeed, that labor becomes as fluid as capital 
in its most abstract form of suspended purchasing 
power, — which equality in fluidity, Cairnes argues, 
would be approximately guaranteed by the newly ma- 
turing supplies of labor, if only these accruing supplies 
were not specialized in opportunity through the in- 
fluence of inherited advantages of the purely objective 
sort, — how far, nevertheless, is it true, even of capital, 
that its unit rewards in interest are proportionate to the 
burdensomeness of saving these units? Even agreeing 
that abstinence is always, or even sometimes, a pain, — 
which this writer categorically denies, — these different 
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dollars of savings are accumulated by all sorts and con- 
ditions of savers. Why not, then, a series of capitalist 
groups — a much more promising undertaking? No 
matter, for the present, what capital is, whether saved- 
up labor or what not, or from what various sources de- 
rived, some of it clearly — even if not all of it — con- 
tinues in existence through individual abstinence; and 
it is as surpassingly obvious as it is tragically true that 
neither the relative prices of the products derivative 
from its use nor the derivative dollar returns upon it are 
proportionate to the abstinence burdens on which the 
existence of the capital may have been conditioned. 
Against the background of spending power, the rich col- 
lect on their saved dollars much against little, and the 
poor little against much. 


There are three things necessary to the validation of 
the pain theory of values — relative prices: (1) the re- 
duction of all labor to a burden homogeneity, in such 
sort that not only ratios of remuneration may be pre- 
dicated on it relatively to labor burdens, but also money 
compensations per unit be shown to be proportional 
with it. (2) Saving must not only be established to be 
burdensome, but burdensome in such homogeneous 
fashion that money returns may be predicated upon it 
proportional to these savings burdens; and (3) inasmuch 
as labor effort and savings abstinence both enter on 
equal terms as determinants of price or as derivatives 
from price, these homogeneous labor burdens and these 
homogeneous abstinence burdens must be somehow 
reduced to a homogeneity with each other, in such fash- 
ion that all shall command hires and all products com- 
mand prices proportional to the combined labor burdens 
and abstinence burdens on which have been conditioned 
these hires and these products. 
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Space remains only for the present writer to assert — 
but obviously not to argue — that with no one of these 
prerequisites has the labor theory of value made good its 
case. The present discussion may, at any rate, have 
proceeded far enough to make clear that with reference 
to no one of these three different requirements did 
Cairnes, through his exposition of his non-competing 
groups, afford any appreciable contribution. Instead, 
his discussion greatly advances the view that each of 
these requirements is impossible of being met. 


H. J. DAVENPORT. 
CorNELL UNIVERSITY. - 








GERMAN INDUSTRIAL ORGANIZATION 
SINCE THE WORLD WAR 


SUMMARY 


Industrial combinations before the war, 82.— State regulation of 
cartels during the war, 87. — Effects of the socialization movement, 
90. — Reorganizations in the potash, coal, iron, and electrical indus- 
tries, 90. — Formation of ‘‘concerns” after the war, 93. — Compara- 
tive advantages of different types of combination, 96. — Decline of the 
cartel movement after the war only temporary, 99.— The coal and 
iron syndicates, 101. — Regulatory legislation of November, 1923, and 
its results, 106. — Further problems, 109. 


I. Pre-War GERMAN INDUSTRIAL ORGANIZATION 


GERMAN industry during the early decades of this 
century was relatively stable. The disturbances in the 
money market being ended, a period of comparatively 
continuous development succeeded the great crisis at 
the beginning of the century. This crisis was caused 
principally by over-rapid technical development, with 
which the formation of capital did not keep pace. Sub- 
sequent reactions in 1907 and 1913 did not take the 
form of real crises. This stability in German economic 
life was in large part due to the cartels, which were work- 
ing toward astable price situation. During the crisis 
of 1909 the Rhenish-Westphalian Coal Syndicate, the 
Coke Syndicate, and a number of other organizations in 
the iron industry firmly stood their ground. They 
acted as moderators, checking the rise of prices during 
the peak of the market, while they did not suddenly and 
sharply decrease prices during the decline. This was of 
indubitable benefit to the industries using their products 
and the whole national economy. 

There were of course only a few syndicates which 
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during the peak of the market set a conservative ex- 
ample in raising prices. Many cartels instead strongly 
forced prices upward and had to dissolve during the 
crisis. But the tendency toward the formation of per- 
manent syndicates progressed. We might mention espe- 
cially the Stahlwerksverband, which was founded in 
1904 and combined many important products and semi- 
manufactures of the iron industry, such as billets, 
girders, rails, tinplate, rolled wire, etc. The cartels, 
both those more and those less closely organized, rapidly 
gained ground in numerous other industrial branches. 
Especially noticeable during these years was the in- 
creasing penetration of the cartel movement into the 
textile industry, where, on account of the great number 
of enterprises (principally under private control) and 
the diversity of their products, organization was con- 
fronted with greater difficulties than in the much more 
concentrated basic industries. The textile cartels were 
limited usually to loose agreements concerning condi- 
tions, determination of prices, and restriction of produc- 
tion. Nevertheless they exercised great influence upon 
commercial intercourse, especially upon marketing. 

The growing tendency toward organization in trade, 
both wholesale and retail, is especially important during 
this period. Here should be mentioned also buyers’ 
organizations, on a codperative basis, most noticeably 
among the wholesalers but quite often also among the 
manufacturers. And since the workers also organized 
more and more in trade unions, it might be said that the 
characteristic feature of this era is a tendency of the in- 
dustrialists to fight the economic battle more and more 
in organized groups and aim perhaps at a collective 
monopoly. 

But even in this period the cartels were by no means 
the only form of German industrial organization. They 
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themselves helped to develop besides their ‘‘ horizontal 
concentration”’ a ‘‘ vertical concentration’’; namely, the 
combination under one management of producers of 
raw materials and plants using these materials. While 
the coal market was still open to free competition in the 
early 90’s, it had been more advantageous for the blast 
furnaces to buy their coke. Now, with the stable or- 
ganization of the coal syndicate, it was more profitable 
for the furnaces to mine their own coal, and for techni- 
cal reasons it proved advantageous to add several bran- 
ches of manufacture. Rolling mills, which had to buy 
their raw materials from great combines, were thus 
effectively put at a disadvantage and could compete 
less and less. In this way there developed the great com- 
bined enterprises of the iron industry, and the word 
“trust” appeared. But they were not real trusts, not 
a monopolistic amalgamation of the entire industry. 
These appeared only in a few isolated instances in spe- 
cial industries, such as the combination with English 
companies in the dynamite trust, or the amalgamation 
of all German rice mills in a holding company, the 
Reis- und Handels-Aktiengesellschaft, and possibly in 
the storage-battery industry. 

But with the increase of stock companies, fusions de- 
veloped in many industries. Still greater was the ac- 
quisition of interests in other enterprises, as had long 
been common in banking circles in the absorption of 
provincial banks by the great banks in Berlin. The 
practice of acquiring interests, as in America, developed 
principally in the electro-technical industry and among 
builders. Such organizations were first and foremost in 
the form of security-owning and financing companies, 
which I described for the first time for the most impor- 
tant countries in my Beteiligungs- und Finanzierungsge- 
sellschaften, 1909 (4th ed., Jena, 1923). 
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A special form of organization which attained a cer- 
tain importance during this period was the ‘community 
of interests”’ (Interessengemeinschaft). This is primarily 
a policy of pooling the gains of a small number of busi- 
ness ventures. By this means risk is supposed to be 
evenly distributed and equalized. In most cases there 
is an exchange of managers and directors and often 
participation through the buying of stocks. Such or- 
ganizations appeared as early as the 80’s, especially in 
banking. From this period dates also the combination 
of the largest powder manufacturers with the above- 
mentioned dynamite trust, which still exists to-day. 
The first important Interessengemeinschaft after the 
crisis of 1900 was a twenty-year agreement made in 
1902 by the two great German steamship lines, the 
Hamburg-American Line and the North German Lloyd, 
and the International Mercantile Marine Company, a 
shipping trust which Morgan formed out of nine Ameri- 
can and English companies. It was, in the main, a terri- 
torial agreement, but there was also provision for a divi- 
sion of earnings between the German companies and 
the trust. In accordance with its terms, this agreement 
terminated at the outbreak of the war. 

At the end of 1904, especial interest was aroused by 
the two great Interessengemeinschaften in the chemical 
industry; the first, based upon an agreement to ex- 
change shares, between the Héchster Farbwerken and 
the firm L. Cassella & Co.; the second, based upon a 
distribution of earnings in the ratio 43: 43: 14, between 
the Badische Anilin- und Sodafabrik, the Elberfelder 
Farbenfabriken and the Berliner Aktiengesellschaft 
fiir Anilinfabrikation. Many other Interessengemein- 
schaften were organized about this time, in the iron in- 
dustry, in banking, etc. 

One phenomenon of the pre-war period deserves con- 
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sideration which, tho not really a special form of or- 
ganization, became of great importance for the de- 
velopment of German industry during and after the 
war. This was the penetration of wholesale trade into 
the large industries. This too is in part a result of the 
cartels, by whom the wholesale trade was forced from 
its controlling position and made very dependent upon 
industry. Several very powerful leaders of the coal and 
iron trade — besides the well-known name of Stinnes, 
we may mention Otto Wolff, Kléckner, Spiiter, Fried- 
lander and Arnhold — acquired large holdings in the 
basic industries, and even controlling influence over cer- 
tain large enterprises. All these forms of close combina- 
tion are now commonly referred to as “‘concerns.”’ 


II. GerRMAN INDUSTRIAL ORGANIZATION 
DURING THE WoRLD WAR 


That the German army was extraordinarily unpre- 
pared at the beginning of the World War is compara- 
tively little known in foreign countries. As a result of 
this unpreparedness there immediately developed an 
enormous demand for army supplies. Clever dealers took 
advantage of this demand at first, and some time elapsed 
before the government realized that the various indus- 
trial organizations of Germany could be utilized to 
satisfy this sudden demand. The cartels in particular, 
however, soon played an important rdle. Without their 
aid the quick acceptance and speedy execution of enor- 
mous army contracts would perhaps have been impos- 
sible in many industries, since the cartels knew the 
exact capacity of each of their members. This is true of 
the demand for coal for the railroads, as well as for the 
gasoline demand of the army and navy; the furnishing 
of the required kinds of steel for the manufacturing of 
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cannon and ammunition, and the supplying of numerous 
other materials of which no one had thought. It is 
easily comprehensible that this sudden demand (even 
disregarding the quickly felt scarcity of raw material) 
could be thus quickly met only with the assurance of 
greater profits. The rise in price, however, was much 
greater in cases where the government turned, not to 
industrial organizations such as cartels, but to single 
contractors or middlemen. The chief profits in the be- 
ginning went to skillful middlemen, since the authorities 
did not yet know how to deal directly with the industrial 
organizations. 

It cannot be denied that many cartels, especially the 
well-known contracting cartels, were organized only 
after the outbreak of war, in order to exploit the urgent 
army needs; while later agreements between traders 
developed to exploit the increasing scarcity of goods. 
But one can say that as a rule the well-known cartels, 
at least, showed moderation in fixing their prices. The 
fixing of maximum prices by the state was not so often 
necessary in their case; and, if necessary, could be more 
easily enforced. Many cartels made it their business to 
see that certain materials which had to be husbanded 
were used only in minimal quantities. They also facili- 
tated the amalgamation of enterprises in order to make 
possible a rational production. The liquidation of for- 
eign enterprises, which the Entente, following the Eng- 
lish example, did not hesitate to undertake, was fre- 
quently facilitated through the help of the cartels. 

Nevertheless, in the very beginning of the war, the 
government was forced to regulate many cartels, be- 
cause they made no attempt to meet their customers 
half way. The latter expected a general moratorium, 
which, however, was not granted in Germany. But the 
government had to carry out certain measures, espe- 
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cially in the textile cartels, to alleviate the obligations 
of the customers. Several voluntary agreements of this 
sort between the cartels and their customers came about 
as a result of government pressure. 

The state was forced to interfere even further with 
the cartels, not to restrict, but to maintain existing car- 
tels or even assist their formation. This was due to the 
realization that a dissolution of the cartels and the sub- 
stitution of unregulated competition was not economi- 
cally desirable and would make a careful utilization of 
material and working power impossible. The govern- 
ment created compulsory syndicates, especially in the 
mining industries, on the model of the potash syndicate, 
which had been reorganized under government pressure 
in 1910 to prevent a dissolution. Under a similar threat 
the Rhenish-Westphalian Coal Syndicate was renewed 
in the last hour before the expiration of the agreement. 
The government quite rightly feared that with the dis- 
integration of this great organization it would no longer 
be possible to provide an adequate and regular supply 
for the consumers or to achieve a uniform regulation of 
export and home consumption. The mere fixing of 
maximum prices, which had failed in other fields, would 
certainly have been futile here. 

In the case of many cartels, as for instance the lignite 
mines, the breweries, and important branches of the 
textile industry, the increases in price agreed upon were 
made subject to governmental sanction. Complete 
compulsory syndicates were created even in such indus- 
tries as the dried-vegetable and yeast business, which 
had never before been organized into cartels; and this 
was justified by war conditions. In many cases, as in the 
leather and soap industries, it was not possible, on ac- 
count of the large number of participants and the diffi- 
culty of procuring the raw materials, to form such syndi- 
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cates. In some branches of production, as in the cement 
industry, the development of new plants and the acquisi- 
tion of existing ones were forbidden in order to prevent 
excessive capitalization, and to facilitate amalgamation 
similar to that of the cartel. 

The manufacturers usually linked such forcible or- 
ganizations into cartels, since the rationing and the fixing 
of quotas for production, for the supply of raw materials 
or for sales, which accompanied it, facilitated future 
monopolistic combinations. And herein appears the 
great danger of these measures, which the government 
tried to counteract by granting certain rights to the con- 
sumers and workers in the organizations and giving a 
hearing to their claims. And indeed, during the World 
War, it was necessary to undertake such far-reaching 
regulation of many industries as the compulsory cartels 
exhibit, partly in order to prevent uneconomic competi- 
tion, and partly in order to induce the entrepreneurs to 
perform important services for the state. But in general 
such governmental organization of entire industries can 
scarcely be reconciled with present economic principles. 
If we disregard patents, which have a time limit, then 
every governmentally granted monopoly necessitates 
governmental regulation of prices. And that is a field 
with which the state — as people must have learned 
even during the war — should interfere only in cases of 
emergency. Experience has shown that the state always 
fixes prices in the interest of the weakest producers, in 
order to keep them alive. Often the state itself has been 
the owner of such firms, as in the case of coal, potash, 
and nitrogen. This leads to high profits for the more 
fortunate producers, who under free competition would 
have lowered prices. It is still a problem how to tax 
such differential gains. 

The power of the state over industry, greatly in- 
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creased during the war, was extended even further when, 
after the imperial collapse, socialism came into power 
and saw a unique opportunity to realize its old ideals. 
There was infinite talk about the ‘‘rebuilding of German 
national economy” upon a socialistic basis. This was 
to serve as a model for the world, and countless plans 
for such a new order were proposed. Immediately after 
the revolution a socialization commission was created, 
and the literature on socialization and ‘“‘Planwirt- 
schaft’’ grew boundlessly. But soon it became appar- 
ent that the socialists, whose number had increased 
enormously, had no clear and practical plans for a re- 
organization of the present economic order. And when 
the peace terms of the Entente, with their political and 
economic crippling of Germany, were published, the 
foolish idealists and utopists soon came back to earth. 
Practically nothing remained of all the socialization 
plans. People still spoke of “‘socializing” the coal and 
potash mines and the electrical concerns, it is true, but 
all talk about other industries which had been declared 
“ripe for socialization”’ soon ceased. Even the regula- 
tion of these industrial branches, however, was really 
only a continuation of the previously existing compul- 
sory syndicates. By ala: of April 24, 1919, the com- 
pulsory sales cartel of the potash industry was reor- 
ganized. The final decision upon the fixing of prices 
rests in the hands of the Imperial Potash Commission 
(Reichskalirat), in which the ertrepreneurs and the 
workers have only eight seats each, while the represen- 
tatives of the consumers and the experts have fourteen. 
The Reichswirtschafisminister can, however, lower the 
prices after hearing the management of the syndicate 
and the Reichskalirat. In the sales association, which 
does the practical work, the workers have one represen- 
tative on the board of directors and three on the super- 
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visory council. An investigating commission determines 
the quotas; and another investigates wage conditions 
and tries to further the making of wage agreements. 

The Rhenish-Westphalian Coal Syndicate was simi- 
larly reorganized under the Kohlenwirtschaftsgesetz of 
March 23, 1919. This is also a compulsory syndicate, to 
which belong, at present, ninety-three mine manage- 
ments, among them eighteen which are combined with 
iron works. The syndicate makes proposals for the fix- 
ing of prices. This duty lies in the hands of the Reichs- 
kohlenverband, which includes, in eleven districts, all the 
German coal cartels. Over this is the Reichskohlenrat, 
which ‘‘controls the fuel business according to socio- 
economic principles under the supervision of the state’’; 
and particularly ‘offers general advice for the exclusion 
of uneconomic competition and the protection of the 
consumer.” The great committee of the Reichskohlen- 
rat, which is composed of six mining representatives, 
six workmen, and nine representatives of the consumer 
and commercial interests, at present participates in price 
determination. The Reichswirtschaftsminister can ob- 
ject to and delay the execution of any decisions of the 
syndicate organs, if sain endanger the interests of the 
community. 7 

The attitude of the state toward the combinations in 
the iron industry was even more indulgent. The Eisen- 
wirtschaftsbund, which im 1920 replaced the Stahlwerks- 
verband, is far more independent than the coal and 
potash cartels. It is not a cartel itself but a common 
control organ of the several cartels, which is to assume 
the tasks which have been undertaken by the already- 
mentioned organizations in the potash and coal mining 
industries. The association sets the upper limits of 
prices and the conditions of sale. The Reichswirtschafts- 
minister appoints commissioners who may attend all 
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meetings of the association. He has a right of appeal in 
order to prevent the endangering of public interests. 
The complicated organization of the association brought 
it about that prices were actually determined in a 
smaller organization, the Stahlbund, in which dealers and 
consumers also participated. There has just been formed 
an association of crude-steel producers and there is in 
the making a general cartel for the different steel prod- 
ucts, on the model of the old Stahlwerksverband. 

In the electrical industry the law of December 31, 
1919, attempts to go further, and especially to bring the 
delivery and distribution of current into the ownership 
or operation of the Reich, with active participation of 
the states in producing current. In this field the so- 
called mixed enterprises have been of great importance 
in Germany, capital being provided by public bodies 
and private individuals in the form of stock companies, 
which are directed either by public officials or private 
individuals. In every instance, however, the public 
bodies are granted greater influence and a participation 
in the profits. 

Even tho the tendency toward socialization has gen- 
erally declined since then, the socialists have in no wise 
abandoned their ideal and, especially in city manage- 
ment, people, under the influence of this party, are still 
too often inclined to take over all sorts of economic 
activities into community operation. They do not rea- 
lize that the more city management is influenced by 
party politics and the more the enterprises are made the 
object of political aspirations and interests, the less they 
are suited for such organization. The disadvantages of 
democracy, which prevented an extensive development 
of public ownership in America, are very much felt in 
the present democratic Germany, with its politically 
immature population, which under other political con- 
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ditions had developed many public enterprises. All the 
dangers which result from public ownership (described 
in my book Die Unternehmungsformen, chapter IV) are 
now more apparent. 


III. Tae DEvELOPMENT or ‘‘ConcERNS”’ 
AFTER THE WAR 


The tendency to group several enterprises and form 
large concerns had already made considerable progress 
during the war. German industry, which up to this time 
had been fairly democratic, as shown by the extent of 
the cartel development, became, like its American model, 
more and more a financial aristocracy, a few great 
financiers gaining increasing control. This tendency, 
however, did not issue from the banks, whose control 
has often been greatly exaggerated, but principally from 
commercial interests. The explanation is easy. A few 
able dealers had made enormous profits during the war, 
and now continued the tendency, to which we have al- 
ready referred, to extend their control over large indus- 
trial enterprises. This was true not only in the iron 
industry, where a comparatively unknown firm, Otto 
Wolff & Co., suddenly acquired control over one of the 
largest ‘‘combined’”’ concerns, the Phoenix Aktien- 
gesellschaft, but also in the textile industry, where a 
relatively unimportant bag factory, Blumenstein Broth- 
ers, acquired a large number of great textile enterprises; 
and again in the sugar industry, where a sugar dealer of 
Magdeburg suddenly got control of eighty sugar re- 
fineries. 

While these concerns confined themselves to a fairly 
specialized field, the founders of other concerns tried to 
annex many diverse establishments. A case in point is | 
the Sichelkonzern, which, starting from the iron trade, 
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spread over into the chemical field. Thus above all 
others the Stinnes concern (ie., Stinnes’s private in- 
terests) started in the shipping and coal trade and later 
combined the most diverse industrial branches, includ- 
ing automobile factories, paper mills, and newspaper 
publishing. 

Such concerns, however, did not develop from com- 
mercial interests only. There were several isolated in- 
dustrial enterprises, some quite unimportant, which 
through the initiative of their leaders now became the 
nucleus of large concerns. Thus the Charlottenhiitte, 
a small Westphalian steel works, joined to itself some 
large undertakings in upper Silesia. Again, in the potash 
mines, the Wintershall Company became the center of 
a large concern which now includes 40 per cent of the 
total potash industry. Among the textile industries we 
may mention the Hammersen concern and the amalga- 
mation of most of the jute mills. There is, further, the 
warehouse of Rudolf Karstadt Inc., which annexed 
very diversified branches of production. The develop- 
ment of concerns is noticeable also in the insurance 
business. 

In every case individuals undertook the leadership in 
the formation of the concerns. Those who could read 
the signs of the times, and could predict that the con- 
tinuation of the war in other ways by France, and the 
political rupture in Germany, would lead to an endless 
devaluation of the currency, and also knew how to get 
credit for themselves, had no difficulty in forming large 
concerns. Thus Hugo Stinnes became the all-powerful 
master of countless industrial enterprises. He was also 
successful in forming, without any great financial out- 
lay, the Siemens-Rhein-Elbe-Schuckert Union during 
the socialization period. This is a close /nteressenge- 
meinschaft of three of the greatest coal and iron works 
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with the next to the largest concern in the most im- 
portant German manufacturing industry, the electro- 
technical industry, which was grouped around the Sie- 
mens and Halske Company and the Siemens-Schuckert 
works. This combination was originally designed to 
make socialization difficult, but at the same time was 
supposed to reorganize the two great mining enterprises 
which, through the loss of their possessions in Lorraine 
and Luxemburg, were deprived of almost all their steel 
plants. This large Interessengemeinschaft, however, was 
only organized by Stinnes, and in contrast with his pri- 
vate concern was not financially controlled by him. 

The form of organization of these new concerns was 
in most cases ‘‘security-capitalistic,’’ based on the ac- 
quisition of shares, business interest, and control. The 
reorganization of private enterprises into stock com- 
panies became very extensive. Many evils which had 
formerly been unknown now appeared. Large blocks of 
shares, often the majority of the number issued, passed 
from one hand to the other. The management tried to 
protect themselves against such buying by issuing spe- 
cial shares with the privilege of voting or sharing in the 
management (Stimmrechts- or Verwaltungsaktien). But 
even these were subject to abuse. It is not necessary, 
however, to describe such manipulation to American 
readers. The frequent and large increases of capitaliza- 
tion are the only unique feature. These were justified by 
the increasing depreciation of the currency. In most 
cases they brought little additional capital, but they 
were often used to extend business and acquire other 
enterprises. 

In the founding of these concerns a monopolistic 
tendency, that is toward the formation of real trusts, 
was seldom found. Only one instance, closely following 
the American model, is to be noted. This was among the 
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builders of flour mills. Before the war, an expert and 
partner in a small building firm had conceived the plan 
of amalgamating three larger enterprises and another one 
with his firm. Backed by bank credit, after the war, he 
was successful in obtaining the majority of shares of the 
other firms; and in 1921 there was organized the Miag 
Miihlenbauindustrie A. G , which now, with a capital of 
5.5 million marks, controls the majority of the shares of 
all five firms, whose nominal capital amounts to 15 mil- 
lion marks. This holding company is designed to act at 
the same time as the financing company for this con- 
cern. It is noticeable, moreover, that in the mill-building 
industry there exist side by side trusts, closely organized 
cartels, Interessengemeinschaften, loosely organized price 
cartels, and trade associations; the first three between 
the works of the concern, and the last two between them 
and about thirty small mill-building firms, which are 
unimportant in the export trade. 

It has often been maintained that vertical combina- 
tion (the grouping of enterprises in various stages of 
production) is characteristic of Germany, while in 
America and England the horizontal combination of the 
same kind of enterprises is more common. I believe this 
to be incorrect, certainly in the United States, where it is 
well known that even outside of the iron industry great 
combinations, grouping many stages of production, are 
quite common. Such combinations are also found in 
England which are just as important as the German 
vertical concerns. I refer only to Lever Brothers, Vick- 
er’s Ltd., and J. and P. Coats. It is true, however, that 
after the war many enterprises allied themselves with 
factories engaged in subsequent processes, in order to 
have steady customers. Under certain conditions this is 
as dangerous as the German pre-war practice, where 
breweries acquired numerous saloons. Such a combina- 
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tion may lead to unhealthy conditions, if the combined 
enterprises keep up the prices of raw materials through 
cartels, and thus make it impossible for uncombined 
manufacturers to compete. 

One may say, in general, that the vertical as well 
as the horizontal combination makes for economic ad- 
vantage only if expenses of production and marketing 
costs can be kept down in this way. An alliance of firms 
supplying raw materials and manufacturers is all the 
less justifiable if these manufacturers cannot themselves 
finish the product of the first firms, leaving the latter, 
therefore, dependent on selling raw material. On the 
other hand, the penetration of firms producing raw ma- 
terials into the finishing industries may often bring 
about a saving, since profits are expected only in the 
final stage of production; but the previously uncom- 
bined manufacturers do not give way easily, and thus 
there often results overcapitalization and overproduc- 
tion. I have especially emphasized in my theory of 
crises (Grundsdtze der V olkswirtschaftslehre, vol. ii, pt. x) 
this cause of crises, that is, the divergence of private 
expectation of profits and the economically expedient 
extent of capital formation. 

When, however, a capitalistic combination of several 
enterprises seems expedient, a complete fusion is, in 
most cases, most serviceable and makes possible the 
greatest amount of savings. This cannot be brought 
about, as a rule, by a system of mere participation and 
complicated Interessengemeinschaften. Up to now, how- 
ever, high taxation has made such fusion difficult in 
Germany. This is all the more objectionable since the 
process of fusion, even when recognized as the most 
expedient form of combination, has many other inherent 
difficulties, especially of a personal nature. The owners, 
directors, and supervisory councillors of the merging 
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firms are not willing to be brushed aside. Such circum- 
stances have so far made the closer combination of the 
chemical industry, which had been combined into an 
Interessengemeinschaft, impossible. This merger, under 
the leadership of the greatest and oldest firm, the Baden 
Anilin- und Sodawerke, has been under discussion for 
a long time. 

Production can as a rule best be rationalized through 
complete mergers, that is, the development of a unified 
productive enterprise. Even before the war there were 
many demands for a greater rationalization of the scat- 
tered German industries, and in many industries a be- 
ginning was made according to American models toward 
restriction of the established types and the unification of 
norms. This problem waseven moreemphasized after the 
World War in order to enable an effective competition 
in the world market, and to help pay for the necessary 
imports. But nothing much has been accomplished. 
Many manufacturers of automobiles and agricultural] 
implements have made agreements according to which 
each firm limits itself to the production of certain types, 
as had already been done before the war in the cartel 
of the fire-extinguisher manufacturers. The requisites 
for such rationalization are often discussed — Fordism 
plays a much greater réle in Germany than in America 
— but the actual achievements have been very moder- 
ate, despite all the formation of concerns. In most 
branches of German industry the private independent 
enterprise with long-established connections has still a 
much greater importance than in the United States, and 
the greatest obstacle to rationalization lies in the lack 
of capital, which prevents the necessary technical 


changes. 
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IV. Tue Carte, DEVELOPMENT SINCE THE 
Woritp War 


In the first years after the war the public stood so 
much under the influence of concern formation and the 
attempt to rebuild German economic life, that even 
scientific economists often believed that the cartels had 
passed the zenith of their importance and were being 
steadily forced into the background by the concerns. 
In his Kréfte, Ziele und Gestaltungen in der Deutschen 
Industriewirtschaft (Jena, 1921) v. Beckerath concluded: 
‘Cartels were formerly the preferred means of adapting 
production to sale. To-day this form of organization is 
declining and giving way to reorganizations in the form 
of large economically unified single enterprises and con- 
cerns.”” I attacked this conclusion in my Cartels and 
Trusts (5th and 6th ed.) and pointed out that the 
adaptation of production to sale can take place only 
through monopolistic organizations. I also expressed 
the view that the flowering period of the concerns was 
only temporary, and related to inflation and the conse- 
quent extremely speculative character of industry. For 
the reorganization of German economic life such very 
complicated conglomerations would have very little 
weight. Subsequent development has shown this con- 
ception to be correct. Numerous concerns, especially 
the Stinnes private concern, have disbanded. The same 
is true of many other smaller concerns. And the cartel 
movement, on the contrary, has taken an extraordinary 
upward swing. Disregarding the numerous local asso- 
ciations in small business and trade, there were in large- 
scale business and trade about 3100 cartels in 1924. 

It is obvious that the cartels must lose in importance 
during the period of inflation. As long as German in- 
dustry was active as a consequence of inflation and the 
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seeming business revival, the cartels were superfluous. 
During the height of inflation, when prices often rose 
50 per cent over night, cartels were naturally of little 
use. When, however, the great crisis, which is still being 
felt, began after the financial stabilization, business men 
realized that the financial combination of enterprises 
was not sufficient to regulate production and sale, and 
that monopolistic agreements for the entire industry 
were needed once more. As long as the present difficult 
economic situation continues — and it will last until 
foreign countries realize that Germany cannot pay huge 
reparations without first repairing her industry — the 
cartels will be of great importance. In such times they 
justify themselves as ‘‘children of necessity’’ and are 
irreplaceable. This does not mean that the unification 
of enterprises in the interest of industrial rationalization, 
best of all in the form of fusions, should cease. The two 
principles of organization, monopolistic combinations 
and the tendency to “bigger business,’’ to financial, 
capitalistic combination of enterprises, do not exclude 
one another, but rather are complementary. 

It is true, of course, that the cartels easily cause 
higher prices, and this all the more since local small 
businesses and retail trades have been formed into car- 
tels, which are less under public control than the large 
industrial branches and their organizations. The in- 
creasing cost of living in Germany may be explained by 
these conditions, as well as by the extraordinarily high 
taxes and social burdens which were necessitated by the 
upsetting of the whole economic and political situation. 
We cannot consider in this place the new customs regu- 
lations, which are, of course, primarily designed as a 
means of bargaining in negotiations with countries hav- 
ing high protective tariffs, such as the United States; 
altho it is well known that such customs duties are not 
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without great influence upon the development and gen- 
eral effectiveness of the cartels. 

We must describe here the condition of two of the 
most important German industries and their cartels: 
the Rhenish-Westphalian Coal Syndicate and the main 
cartel of the German iron industry. They are character- 
istic of the way in which German industry is trying to 
overcome by organization the difficulties occasioned by 
the peace terms. This cannot be done, of course, by 
means of cartels and other organizations alone, since 
the necessary technical reorganization of the enterprises 
necessitates much more capital than Germany can at 
present command. 

With the entry of the French into the Ruhr early in 
1923, the coal syndicate transferred its seat to Hamburg; 
in the beginning of 1924 it returned to Essen. The con- 
tinuation of this syndicate, late in 1923, was achieved 
only after strong governmental pressure. It received the 
name of Distribution and Sales Association of Ruhr 
Coal, Inc. (abbreviated as Ruhr Coal Co.). Three mines 
in French or Belgian possession were not included. In 
September, 1924, only 90 per cent of the mines were will- 
ing to participate in a continuation of the syndicate for 
five years. The Reichswirtschaftsminister then concluded 
to utilize the powers of the Kohlenwirtschaftsgesetz and 
force the members to join the syndicate. For this reason 
all the mines of this district are now included. But in- 
side this syndicate there are many differences, especially 
the well-known one between ordinary mines and furnace 
mines, i. e., mines connected with iron foundries. The 
furnace mine has a very favored position (1) because 
for what it uses itself it does not need to obey syndicate 
restrictions of production, and (2) since it can profit by 
the difference between the cost prices and the much 
higher syndicate prices. The ordinary mines had been 
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trying for a long time to narrow the concept ‘‘own use,” 
but this concept retains its validity when the foundry in 
question has an active 51-per-cent participation in the 
mine. The advantages of ‘““home”’ consumption have 
for a long time strengthened the amalgamation move- 
ment, and for this reason the furnace mines now make 
up the majority of the syndicate. Since the syndicate 
works at present with a restriction of 40 per cent of 
participation in sales for coal and 55 per cent for coke, 
this privilege of ‘‘home’’ consumption has a special ad- 
vantage, and the furnace mines finally had to agree to 
limit their consumption, especially since iron production 
had to be heavily restricted. 

A further great difference of interests in the coal 
syndicate relates to the selling organizations. While the 
syndicate and its own trade organizations control the 
sale of coal in uncontested regions, the mines have de- 
veloped their own trade organizations in the contested 
regions — along the North Sea and the Baltic, where 
the competition is mostly English, and in all foreign 
countries. Their relation to the syndicate has for a long 
time been the occasion of much strife. At any rate, 
coal mining, including other production districts and 
the lignite mines which are so important for Germany, 
is to-day more under the control of the government 
than used to be the case, and the present regulation, 
tho very complicated, is in general satisfactory. 

The Rhenish-Westphalian coal mines are at present 
in a very unsatisfactory position, and their shares have 
declined unbelievably. This is due principally to the 
complete disruption of the wholesale iron industry, 
which has been brought about through the loss of their 
works in Lorraine and Luxemburg. The transfer of most 
of her Saar works to France cost Germany 42 per cent 
of her former productive capacity in pig iron and 35 per 
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cent in crude steel. Before the war Germany was the 
second greatest iron and steel producer of the world 
(1913, pig iron 19.3 million tons and crude steel 18.95 
million tons). While thus in the French works a tre- 
mendous overproduction was inevitable as soon as the 
duty-free import to Germany, granted for five years, 
ceased, the German coke production had to restrict itself 
correspondingly. This, however, could be accomplished 
only to a limited extent for technical reasons, since the 
furnace gases had to be used to furnish engine power. 
And since, on the other hand, the enormous iron con- 
sumption of Germany had to be taken into account, the 
German steel works undertook important enlargements, 
so that their productive capacity almost reached its 
former level. 

The Stahlwerksverband, the general cartel of the iron 
industry, had been dissolved in May, 1920, and had been 
replaced voluntarily by a loosely organized union, the 
Stahlbund. At the end of 1924, however, there was 
formed another stable quota-cartel, the Rohstahlge- 
meinschaft. It had to undertake a 25-per-cent reduction 
of production, since French competition (France had 
increased its export six times over the pre-war figure) 
made foreign trade very difficult, and German consump- 
tion also had declined. 

Under these circumstances the greatest importance 
must be attached to the trade conferences with France 
which had been going on for a long time. The German 
government thought it most expedient, in view of the 
political differences, to permit the iron manufacturers of 
both countries to come to an agreement among them- 
selves first. At the conferences in Luxemburg the Roh- 
stahlgemeinschaft promised the French producers to take 
over 1.75 million tons annually, this amount to be de- 
creased with each restrictive regulation of the German 
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cartel. This quantity is many times the amount that the 
respective regions previously sent into Germany. The 
pig-iron producers agreed further to bear half of the 
duties for the orders from Lorraine-Luxemburg, which 
would amount to about 7 million marks if the above 
quantum was taken. This agreement, however, has not 
been definitely concluded. 

The German raw-material and manufacturing asso- 
ciations of the iron industry have agreed in part on the 
important question of how the world market price for 
raw material and half-finished products shall be guaran- 
teed to the manufacturers for the export of finished 
goods. A commission calculates the difference between 
the domestic and the world market:price. Then accord- 
ing to the specifications on the exported quantity of 
finished goods the quantity of iron contained is deter- 
mined and the manufacturer receives a redemption 
coupon, redeemable when ordering new supplies of iron, 
for the difference between the world market and the 
domestic price. This agreement has so far been con- 
cluded between the Rohstahlgemeinschaft and the Asso- 
ciation of German Machine Manufacturers, one of the 
largest manufacturing industries. Other associations 
will follow their example. 

Besides the Rohstahlgemeinschaft several associations, 
including important branches of the iron industry, are 
in process of formation. A raw-tin association has al- 
ready been organized. The organization of industries 
producing pipes, rolled wire and drawn wire is still being 
discussed with foreign producers. The extraordinarily 
unfavorable position of the German iron industry will 
result in combinations even here, despite all difficulties. 

These examples make clear that many of the most im- 
portant German industries are still in the reorganization 
period, and that one cannot speak for some time yet 
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about stability and consolidation. The cartels have very 
important functions under these circumstances, but it 
is clear that they cannot cure the ills which unwise 
politics have brought upon economic life. And we have 
not even mentioned so far the forced exports which the 
reparation demands according to the Dawes plan will 
bring about in the near future. That it is impossible to 
carry this plan out seems to have been realized by clear- 
sighted economists even more in America than in Ger- 
many, but it would lead us too far afield to discuss it 
here. 

One thing is certain: all active and passive organiza- 
tion capacity will not help the German people without 
sufficient room for expansion, and there can be no ques- 
tion of the industrial prosperity which Secretary of 
State Hughes promised upon the acceptance of the 
Dawes plan. It is also certain that all other states will 
have to suffer from the impoverishing of Germany by 
the peace terms. 


V. State PRoBLEMS IN REGARD TO THE 
CARTELS AND CONCERNS 


The demands for legislative regulation of the cartels, 
which had subsided somewhat during the revolution and 
the socialization plans that followed, came to the front 
again with increasing insistence after the passing of this 
movement. In July, 1922, the Imperial Economic 
Ministry formed an advisory council composed of mem- 
bers of the Reichstag, the Reichsrat, and the Imperial 
Economic Council. And on March 14, 1923, the Reichs- 
tag voted by an overwhelming majority to request the 
government to submit a draft for a law regulating car- 
tels as soon as possible. It was recommended that this 
law should embody (1) the creation of a cartel register, 
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(2) recommendations for the creation of an advisory 
council of the consumers for every cartel, and (3) a gov- 
ernmental right of appeal, upon the recommendation of 
the advisory cartel council, against decisions of the car- 
tel. 

Thereupon the government issued on November 2, 
1923, the ‘‘Regulation against the Abuse of Business 
Organizations.” The first two recommendations of the 
Reichstag were ignored. The introduction of a cartel 
register would certainly have been advisable. But the 
oft-demanded bureau of cartels or industries, modeled 
on the American Federal Trade Commission, would 
have proved too expensive under the present circum- 
stances. The Regulation created a.special Cartel Court, 
as a branch of the Imperial Industrial Court, which can 
be appealed to by both the members of the cartels and 
the governments (cf. § 11 ff.) The most important provi- 
sions are the following: 

§ 1. ‘Agreements and decisions which contain stipu- 
lations regarding the management of production or of 
sales, the interpretation of business terms, the method 
of quoting prices or the demanding of prices (syndi- 
cates, cartels, conventions, and similar arrangements) 
must be in written form.” Agreements based upon 
word of honor, etc., are null and void. 

Most important is § 4: ‘“‘If an agreement or a decision 
such as designated in § 1 or the method of its execu- 
tion should endanger the welfare of the people the 
Reichswirtschafisminister can (1) recommend to the 
Cartel Court that the agreement or decision shall be 
declared null and void, or that the method of carrying 
such decision out shall be prohibited (§ 7); or (2) order 
that every participant in this agreement or decision may 
at any time without notice repudiate this agreement or 
withdraw from the decision or (3) demand that a copy 
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of all agreements be submitted. The common weal is 
deemed in danger especially when production or sale is 
restricted in a manner that cannot be economically justi- 
fied, or when prices are raised and maintained, or when 
premiums for risk are added to the stable prices, or 
when economic freedom is unfairly endangered by 
hindrances to buying or selling, or by the fixing of dis- 
criminatory prices or conditions.”’ 

While these provisions are only emergency measures, 
in so far as the Reichswirtschaftsminister may recom- 
mend under certain circumstances that a cartel be 
declared invalid, the eighth section goes much farther. 
It runs: ‘“‘Agreements or decisions of the kind listed 
under § 1 can be repudiated by any participant without 
notice, if an important reason necessitates such action. 
It is always to be considered an important reason if the 
economic freedom of mobility of the repudiating party 
is unfairly restricted, especially in production, in sale, or 
in the determination of prices.”’ 

§ 9. ‘Without permission from the Chairman of the 
Cartel Court securities cannot be converted and embar- 
goes and other penalties cannot be ordered on the basis 
of agreements or decisions as listed under § 1. All par- 
ticipants can appeal against such a decision in the Car- 
tel Court within one week after it has been made.” 

The quite unusual significance of this law lies thus 
far in §§ 8 and 9, in the regulation of specific cartel prac- 
tices such as the so-called exclusion agreements, under- 
takings to deal exclusively with members of the cartel, 
boycotts and delivery embargoes for outside enterprises, 
etc. Most of the nearly 200 decisions of the Cartel 
Court refer to these paragraphs. Only in one case has a 
cartel been dissolved on the basis of § 4, that is, because 
it endangered the common weal. This was the cartel 
of the asphalt factories, which demanded unreasonably 
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high prices in a contract with the city of Berlin. All 
other decisions of the court have little to do with the 
economic influence of the cartel, i. e., the influence on 
the determination of prices, on the buyers and final con- 
sumers; but are rather concerned with the influence of 
the cartel upon the fortunes of individual enterprises, 
the ‘“‘discriminations” well known in American ex- 
perience, such as price supplements and, under certain 
conditions, a complete refusal to sell to would-be cus- 
tomers. There is not space here to go into further detail 
regarding these cartel measures and decisions of the 
Cartel Court, which lie more in the region of the private- 
economic and the legal. It must suffice here to say that 
the individual cases which have been decided by the 
Cartel Court thus far were in most instances so diverse 
that the court had to base its ruling in each case upon 
considerations of fairness. Only gradually will there 
develop a general body of precedents rerum similiter 
judicatarum. 

For mining concerns under special control and for 
the cartels of large industries which are already largely 
under public supervision, the safeguarding of the buyer 
and the common weal seems to be adequately secured 
by the cartel legislation and the Cartel Court. This is 
less the case with the numerous local cartels in small 
business and retail trade, which in the form of loose 
price-agreements often subject the final consumer to a 
relatively heavy burden. An appeal to the Cartel Court 
by the consumers can never be expected under these 
circumstances, and governmental appeal only in rare 
cases. And only cases involving heavy damages will 
come before the regular courts. The consumers’ union 
movement has here a great function, which unfortu- 
nately is hindered by public indolence and the diffi- 
culty of finding satisfactory leaders. 
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Very important problems of government control, 
however, still exist in the field of concern formation, and 
more generally in that of corporation law. The provi- 
sions of German law in regard to the forming of cor- 
porations, accounting, liability for prospectuses, etc., 
were more strict than in any other country. But they 
have not been able to prevent many abuses in stock 
companies, which increased considerably during the 
period of inflation. For Germans were accustomed to 
give greater protection to stockholders, from arbitrary 
manipulation by the leaders and from illegal transac- 
tions by financiers, than was the case in America. Dur- 
ing the period of inflation, however, such safeguards 
completely failed because of the fictitious character of 
all balance sheets. And the management shares and 
voting stock which had been issued as safeguards against 
the so-called ‘‘foreign control’ were much abused. The 
financial statements were wholly obscure, especially as 
regards participation in control. In the so-called ‘‘free 
trading” on the exchanges there was dealing in the 
stocks of many small enterprises and doubtful new flota- 
tions which would never have been permitted to enter 
into official trading. Even after the stabilization of the 
currency, many firms insisted on offering very high 
compensation for managers, despite the lack of profits, 
in most cases stable rates instead of a percentage of the 
net profits. The concentration of positions as managers 
in the hands of individuals reached a very high degree. 

Social democracy in the one-sided pursuit of its goal, 
the government control of industry, has hitherto greatly 
neglected the more immediate problem of abolishing the 
abuses connected with joint-stock companies. Noted 
men of science, politicians, and economic leaders have 
now formed a ‘“‘Stock-Law League,” which seeks to 
inaugurate a reform of the laws regarding stock com- 
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panies. This is all the more necessary at present, since 
the reduction of capitalization in the case of most com- 
panies has resulted in shares of very small par value (as 
low as 20 marks, while formerly 1000-mark shares were 
customary). Furthermore, during the flight into ‘real 
values,”’ in the period of inflation, many very small 
capitalists became stockholders in companies, and 
many impoverished rentiers still retained small amounts 
of stock. The abuses in connection with joint-stock com- 
panies are not nearly so great in Germany as was for- 
merly the case in America under the manipulation of 
individual founders and financiers; but the German 
people are also more accustomed to government aid, 
and since the ownership of shares has spread into the 
circles of small capitalists, tho not, as in America, 
among the workers, this field also offers many important 


social problems. 
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CHAPTERS ON MACHINERY AND LABOR 
III. MAcHINERY AND THE DISPLACEMENT 
OF SKILL 


SUMMARY 


Definition of displacement of skill, 112. — The factors determining 
the amount of displacement, 112. — Rapidity of introduction of the 
machine, 113. — The mobility of labor within the trade, 117. — Effect 
of the machine in increasing demand for the product, 121. — The labor- 
displacing power of the machine, 126. — Extent to which the skill of the 
handworker is useful in the machine process, 127. — Variety of com- 
bination of factors, 132. 


That machines do not, even at their first introduction, invariably 
throw human labor out of employment, must be admitted; and it 
has been maintained, by persons very competent to form an opinion 
on the subject, that they never produce that effect. The solution 
of this question depends on facts, which, unfortunately, have not 
yet been collected; and the circumstance of our not possessing the 
data necessary for the full examination of so important a subject, 
supplies an additional reason for impressing upon the minds of all 
who are interested in such inquiries the importance of procuring 
accurate registries, at various times, of the number of persons em- 
ployed in particular branches of manufacture, of the number of 
machines used by them, and of the wages they receive. 


Since the beginning of the nineteenth century, the 
effects of machinery on labor have engaged the atten- 
tion of many economists. The resulting discussion has 
centered chiefly around two questions: the effect of 
machinery on the general rate of wages, and the part 
played by machinery as a cause of unemployment. The 
present chapter deals with a third effect of machinery, 
— the displacement of skill. 

1. Charles Babbage, Economy of Machinery and Manufactures, 
Fourth Edition, 1835, pp. 336-337. 
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By displacement of skill, in the sense in which the 
term is here used, is meant the loss of the opportunity 
to sell acquired skill at the rate of remuneration which 
would have been received if the machine had not been 
introduced. Displacement, therefore, does not neces- 
sarily mean loss of employment. If the employment 
after the introduction of the machine, and as a conse- 
quence thereof, is at a lower rate of remuneration, dis- 
placement of skill has occurred. In a skilled trade, there 
is at any time an amount of skill which may be valued 
at a certain sum. This sum is the discounted value of 
all the premiums above the price of unskilled labor 
which the skilled workmen would have collected if the 
machine had not been introduced. If any part of this 
expectation is lost through the introduction of machin- 
ery, a displacement of skill has occurred 

The factors determining the extent of the displace- 
ment of skill consequent upon the introduction of ma- 
chinery may be enumerated as follows: (1) the rapidity 
of introduction of the machine, (2) the mobility of labor 
within the skilled trade affected, (3) the effect of the 
machine in reducing the price of the manufactured arti- 
cle and thus increasing demand, (4) the labor-displacing 
power of the machine, (5) the extent to which the skill 
of the handworker is useful in the machine process. 
Altho economic discussion has not been directed in de- 
tail to the particular question here considered, many 
economic writers, in the course of their treatment of the 
effects of machinery on general wages or on unemploy- 
ment, have expressed opinions as to the operation of 
some of these factors. These opinions will be examined 
under their respective heads. The facts used have been 
drawn chiefly from studies of particular cases of the in- 
troduction of machinery in skilled trades, published at 
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various times by the writer.? In the present chapter the 
assumption has been made throughout that economic 
forces are working on a purely competitive basis. Ac- 
cordingly, no account has been taken of any form of 
intervention. The chief modifying force in the working 
of these factors in the past has been the trade unions 
of the handworkers. In a final chapter the possibilities 
and achievements of trade-union intervention will be 


considered. 
I 


The assumption that the rate of introduction of ma- 
chinery was likely to be slow has had a long history in 
economic writing. J. B. Say laid it down as one of the 
characteristics of the introduction of machinery, amelio- 
rative in its effect, that ‘‘new machines are slowly con- 
structed and still more slowly brought into use.” * By 
far the most elaborate development of this doctrine was 
that of Professor J.S. Nicholson, in his book “‘ The Effects 
of Machinery on Wages,” first published in 1878. Pro- 
fessor Nicholson’s ‘‘ Law of Continuity’’ is divided into 
two parts. The first asserts that ‘‘a radical change made 
in the methods of invention will be gradually and con- 
tinuously adopted.”’ * More concretely, he says: 

Suppose that a radical change is introduced by some ingenious 
producer into a certain manufacture which will lead to the employ- 
ment of less labor. That this process will be adopted in process of 


time by all other manufacturers is evident, but I maintain that in 
comparison with the mobility of labor the process will be slow. 





2. “The Introduction of the Linotype,’ Yale Review, November, 
1904, pp. 251-273; ‘The Stonecutters’ Union and the Stone-Planer,” 
Journal of Political Economy, May, 1916, pp. 417-444; “The Introduc- 
tion of Semi-Automatic Bottle Machinery,’ Quarterly Journal of Eco- 
nomics, May, 1925, pp. 337-356; “The Introduction of Automatic 
Bottle Machines,” Quarterly Journal of Economics, August, 1925, pp. 
544-575. 

3. J. B. Say, A Treatise on Political Economy, New American Edi- 
tion, Philadelphia, 1848, p. 87. 

4. J. S. Nicholson, The Effects of Machinery on Wages, new and 
revised edition, 1892, p. 33. The italics are Professor Nicholson’s. 
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The second part of the “‘ Law of Continuity” sets forth 
that ‘‘these radical changes tend to give place to ad- 
vances by small increases of invention.” To the same 
effect is Professor S. J. Chapman’s assertion: ‘“‘New 
inventions are slowly adopted as a rule, and, at first, 
owing to their imperfections, the saving in labor effected 
by them is usually small.”’ § 

In their discussions, Professor Chapman and Professor 
Nicholson were concerned chiefly with the effect of ma- 
chinery on unemployment, but the “‘Law of Conti- 
nuity” has a direct relation to displacement of skill. 
Professor Nicholson recognizes this relationship in the 
following passage: 

This destruction of the laborer’s only capital is one of the most 
pernicious effects of machinery and when it happens there is and 
can be no remedy. Still, if the changes are gradual the evil con- 
sequences are not so great.® 


Before considering the possible effects of a slow rate 
of introduction in conserving skill, it will be convenient 
to examine the various causes of slowness, since the pos- 
sibilities of diminishing displacement turn largely upon 
the character of the retardation. 

1. The retarding force on which Professor Nicholson 
lays greatest emphasis is the inertia of the manufacturer. 

The more enterprising the capitalist [he says], the sooner he will 
make any change, but the change will not in reference to labor be 
sudden. . . . The change will at first be adopted by some enterpris- 
ing capitalist in the centre of a highly competitive region and will 
gradually extend to the manufactories of less competent masters in 
more remote districts.’ 

An examination of the history of the introduction of 
machinery in the glass bottle, printing and stonecutting 
trades does not confirm the opinion that the retardation 


5. 8. J. Chapman, Outlines of Political Economy, 1911, p. 84. 
6. Nicholson, op. cit., p. 44. 
7. Ibid., pp. 36-37. 
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due to inertia is sufficiently long to be important. On 
the contrary, it appears that where a machine is sold or 
leased to any manufacturer willing to pay the price, it 
is introduced with great rapidity. The stone-planer was 
fully introduced in about seven years; the period of 
introduction of the linotype did not cover more than ten 
years; the number of narrow-mouth semi-automatic 
bottle machines did not increase much after six years; 
the ‘“‘flow and feed” devices for making bottles were 
fully introduced in five years.* In all these cases there 
was some increase in the number of machines after the 
period of introduction, but it was due to expansion in 
production and not to the displacement of the hand 
process. 

2. The second cause of slowness of introduction, 
noted both by Professor Nicholson and by Professor 
Chapman, is the increasing capacity of the machines, 
partly because of improvements in the construction of 
the machine and partly because of the greater speed of 
the operatives. In the machines studied, this factor was 
of great importance. The first operators of the linotype 
produced much less than the present operators. The 
stone-planer was improved in speed by various modifica- 
tions of its form and a great increase secured in output 
per man employed. The semi-automatic bottle ma- 
chine gained in efficiency over a considerable period of 
time. The capacity of the Owens bottle machine more 
than trebled in ten years. Less important yet notable 
improvements have been made in “flow and feed’’ de- 
vices for the automatic manufacture of glass bottles.° 

8. “The Stonecutters’ Union and the Stone-Planer,” pp. 417-418; 
“The Introduction of the Linotype,’’ p. 252; ‘The Introduction of Semi- 
Automatic Bottle Machinery,” p. 341; ‘‘The Introduction of Automatic 
Bottle Machines,” p. 569. 

9. “The Introduction of the Linotype,” p. 254; ‘The Stonecutters’ 


Union and the Stone-Planer,”’ p. 419; ‘‘The Introduction of Automatic 
Bottle Machines,” pp. 547-550. 
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3. A third cause of slowness in the introduction of 
machines is the necessity of adapting the machine to the 
various products made by the skilled handworker. It 
must be an extremely rare case in which machinery has 
superseded an entire skilled trade. The scope of the 
machine, even when it reaches its fullest development, 
is almost always narrower than the entire handicraft. 
The extension of the machine to its final limit of per- 
formance usually requires time. The early stone-planers 
covered much less of the stonecutters’ original trade 
than the more recent forms. The present type-setting 
and type-casting machines have a wider range than the 
earlier forms. Machinery for making glass bottles orig- 
inally made only wide-mouth heavy ware. The scope of 
the machines was gradually extended to other forms of 
ware, but the period of extension was a long one, reach- 
ing from 1895 to 1917.1 

4. A final cause of retardation, in the introduction of 
some machines, is the restriction placed on the use of the 
machine by the patentee in order to profit more largely 
by his invention. From this point of view, machines 
may be divided broadly inte two classes, accordingly as 
the patentee, on the one hand, sells or leases the machine 
to any one who will pay the price or, on the other hand, 
retains entirely the use of the machine or sells exclusive 
rights to particular manufacturers. In the latter case, 
the manufacturers using the machine may prefer to 
make larger profits on part of the total production, 
rather than to lower prices sufficiently to drive out com- 
petitors using inferior forms of production. This form 
of retardation can never outlast the patent rights, and 
may be terminated sooner by the invention of another 
machine, or a change of policy on the part of the manu- 


1. “The Stonecutters’ Union and the Stone-Planer,” p. 419; “The 
Introduction of Automatic Bottle Machines,” pp. 551-552. 
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facturer. The policy of selling rights to manufacture 
particular kinds of bottles to selected manufacturers 
was pursued by the Owens Bottle Company. The policy 
of retaining the use of its own machines has been fol- 
lowed by the American Window Glass Company.” In 
both cases, a very considerable retardation in the intro- 
duction of the machines resulted. 

From the foregoing, it may be concluded that the in- 
troduction of machinery is rarely, if ever, catastrophic, 
and that a considerable period is likely to elapse before 
the machine has reached its limits as a potential force in 
displacing skill. Does the existence of this period lessen 
the total amount of displacement? 


II 


The extent to which slowness of introduction sal- 
vages skill depends on the degree to which the inflow of 
labor into the hand trade is stopped, and the existing 
skill utilized to fill available positions.* Whether inflow 
is stopped or checked depends in turn chiefly on whether 
the skilled labor in the trade is sufficiently mobile. In 
any particular case, there may be other factors in check- 
ing inflow, such as trade-union action, or there may be 
factors promoting inflow, such as the desire to profit by 


2. “Introduction of Automatic Bottle Machines,” pp. 549-550; The 
Glass Industry as affected by the War, Tariff Information Series, No. 5, 
p. 139. 

3. Professor Chapman in dealing with the problem of unemployment 
as an effect of machinery, where the same reasoning is pertinent, appears 
to assume that inflow would cease automatically. He says, ‘Moreover 
it must be remembered that a re-direction of the labor of the rising 
generation alone can bring about great changes rapidly, especially in a 
growing society. An unrecruited industry shrinks at an increasing pace 
and in a decade its shrinkage must be considerable. The amount of labor 
displacement, if any, caused by new machinery depends upon the rate 
at which new machinery is introduced.’’ Chapman, Outlines of Political 
Economy, p. 84. 
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apprentices. Generally speaking, however, the effective 
check to inflow is the mobility of the existing skill in the 
trade. 

The immobility of skilled labor takes various forms. 
Almost every trade is split up into specialized sections, 
either codperant or independent, passage from one to 
another of which may be difficult. Workmen may pre- 
fer to forego the exercise of their skilled trades rather 
than to incur the disadvantages involved in removal to 
other localities. The older workmen find great difficulty 
in learning the operation of the new machines even when 
the skill of the handworker is wanted for the operation 
of the machines. Not infrequently two of these three 
primary obstacles to mobility are combined against the 
movement of a single workman. 

If machines were introduced piece-meal, that is, if an 
employer installed one machine and then later another, 
in the meantime having identical work done by hand, 
the stopping of inflow into the trade would naturally 
result from the introduction of machines, since an em- 
ployer ordinarily would not train new workmen when 
there was already a sufficient supply. But the introduc- 
tion of machinery does not proceed in this manner. 
Usually machinery is introduced completely in a single 
plant, that is, all work of the same kind is done by ma- 
chine and not part by machine and part by hand. There 
is bound to be a surplus of skilled workmen at that point, 
to be absorbed in some other factory in the same kind of 
skilled work, or in the same factory in some coéperant 
form of handwork or in working the machine. If they 
are not thus employed, skill is displaced. 

It is entirely conceivable, therefore, that slowness of 
introduction may have no effect in lessening the dis- 
placement of skilled labor. Unless themen thrownout by 
the machine secure employment in one of the three ways 
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enumerated, slowness of introduction would not affect 
the total amount of displacement. The persons affected, 
of course, would not be identical with those who would 
have been displaced by a more rapid introduction. 
Many of those in the trade at the time of the first in- 
troduction of machinery would be able to exercise their 
skill for a longer period of time, but the persons enter- 
ing the trade thereafter would suffer displacement, as 
a group, in an amount equal to that salvaged by their 
predecessors. 

The influence of mobility in lessening the amount of 
displacement is not limited by slowness of introduction. 
Where the skill of the handworker is useful in the ma- 
chine process, either as a coéperant handworker or as 
a machine operator, the ability of workers already in the 
trade to shift to these positions is a factor in the avoid- 
ance of displacement.‘ 

Illustrations of the effect of immobility on the 
amount of displacement may be drawn from the history 
of the introduction of machinery in various trades. The 
introduction of the linotype was accompanied by condi- 
tions highly favorable to the avoidance of displacement 
of skill. The increase in the demand for printed matter 
after a short time was great; skilled printers were used 
as operators for the machines. Skilled men were used as 
coéperant workers. The total number of skilled workers 
in the trade steadily increased. Even under these con- 
ditions, there was a considerable amount of displace- 
ment. The older hand compositors were generally not 
able to secure employment as machine operators, and 
there was a surplus of the particular specialized form of 
skill which they possessed. The younger men were 
drawn into machine work from other branches in the 
trade. The places thus vacated were filled to some ex- 

4. See below, pp. 128, 130. 
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tent by men who had been displaced by the machine, 
but chiefly by an increased inflow into the trade.® 

The introduction of the semi-automatic bottle ma- 
chine presents a similar case. The machine was capable 
of making only wide-mouth bottles; the remainder of 
the trade was entirely unaffected. During the whole 
period of its introduction there was a constant and 
large increase in the total number of glass-bottle blow- 
ers, but the displacement of skill was considerable. 
Many of the men who formerly had made wide-mouth 
bottles were not able to make satisfactorily other forms 
of bottles, or were unwilling to remove to the places 
where such bottles were made. The inflow into the other 
branches of the trade was sufficiently enlarged to furnish 
the needed workers.® 

The introduction of the Owens bottle machine was 
characterized by displacement of the same kind. As the 
machine successively invaded various parts of the trade, 
the transfer of the workers supplanted by the machine 
to the unaffected branches was very imperfectly accom- 
plished. From 1905 to 1917, the total number of skilled 
blowers and machine operators fell from 9000 to 4000, 
yet in most of these years the influx of apprentices was 
considerable.’ In the case of the stone-planer the dis- 
placement of skill was increased by a change in the loca- 
tion of the industry, as the hand work supplementary 
to the machine, to a very considerable extent, was trans- 
ferred to the quarries. The migration of stonecutters to 
these centers, while large, was insufficient to fill the need, 
and an inflow into the trade resulted at the very time 
when stonecutters were being displaced at other points.* 


“The Introduction of the Linotype,” p. 263. 

“The Introduction of Semi-Automatic Bottle Machinery,” p. 343. 
“The Introduction of Automatic Bottle Machines,” pp. 558, 566. 
“The Stonecutters’ Union and the Stone-Planer,” pp. 438-439. 


ONO 
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III 


Very early in the discussion of the effect of machinery 
on the general rate of wages, the apologists of the ma- 
chine began to argue that the machine by cheapening 
the price of goods caused such a large increase in con- 
sumption as to increase rather than to lessen the demand 
for labor. J. B. Say appears to have originated this 
argument. He said: 

The multiplication of a product commonly reduces its price, that 
reduction extends its consumption; and so its production, tho be- 
come more rapid, nevertheless gives employment to more hands than 
before.® 
Say was careful to distinguish this as an ultimate and 
not an immediate effect. 

The doctrine was stated very broadly by most of the 
English economists of this period. Even Malthus, who 
was careful to assert the possibility of exceptions, said: 

When a machine is invented, which, by saving labor will bring 
goods into the market at a much cheaper rate than before, the most 
usual effect is such an extension of the demand for the commodity, 
by its being brought within the power of a much greater number of 
purchasers, that the value of the whole mass of goods made by the 
new machinery greatly exceeds their former value; and, notwith- 
standing the saving of labor, more hands, instead of fewer, are 
required in the manufacture.! 

McCulloch, while denying that the effect of machinery 
in increasing the production of goods had anything to 
do with the advantages of machinery, did not hesitate 
to assert that 

any considerable reduction in the price of a commodity in general 


use, has uniformly almost been found to extend the demand for it 
in a much greater proportion.? 





9. Say, A Treatise on Political Economy, New American Edition, 
1848, p. 88. 

1. T. R. Malthus, Principles of Political Economy, Second Edition, 
1836, p. 352. 

2. J. R. McCulloch, Principles of Political Economy, Second Edition, 
1830, p. 189. 
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Babbage appears to have been the first English writer 
of importance to express a doubt as to the “‘usualness”’ 
of an increase in employment consequent upon the in- 
troduction of machinery. In a cautious and hesitating 
chapter, he asserted that ‘‘the solution of this question 
depends on facts which unfortunately have not been 
collected.” He submitted data collected by himself 
from various sources as to the actual increase in em- 
ployment in cotton manufacture, but reached no defi- 
nite conclusion.’ Mill was equally cautious: 

I cannot assent to the argument relied on by most of those who 
contend that machinery can never be injurious to the laboring class, 
namely, that by cheapening production it creates such an increased 
demand for the commodity as enables, ere long, a greater number of 
persons than ever to find employment in producing it. The fact 
tho too broadly stated is, no doubt, often true.‘ 

In more recent times economic writers have offered 
various opinions. Mr. John A. Hobson, who has dis- 
cussed the question exhaustively, reaches this conclu- 
sion: 

The assumption, however, that machinery must increase the 
aggregate employment, either in this particular trade itself, or in that 
trade plus the machine making and subsidiary trades, is, of course, 
unwarranted. All depends upon the effect of the machine in lower- 
ing selling price and the effect of the lower selling price upon effective 
demand. In no two cases will these effects be quite the same.® 
Professor Pigou, in reviewing the opinions of recent 
writers, says: 

An occasional failure of this kind is admitted by all. Still, broadly 
speaking, inventions, as a general rule are believed by those who 
have studied the matter to increase and not to diminish, employ- 
ment at the point at which they act. . . . Now I am not concerned 


to deny the empirical part of these conclusions. I do not dispute the 
Poor Law Commissioners’ assertion that the conditions necessary to 





3. Babbage, Economy of Machinery and Manufactures, Fourth Edi- 
tion, 1838, pp. 334-341. 

4. J. 8. Mill, Principles of Political Economy, 1848, p. 113. 

5. J. A. Hobson, The Industrial System, 1909, pp. 280-281. 
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secure that increased employment in any sphere will ultimately 
result from an invention in that sphere are, as a matter of practice, 
usually fulfilled.* 


Since the question is, as Professor Pigou phrases it, 
an ‘“‘empirical” one, a final solution could be reached 
only by an actual count. It is certain that in some cases 
no adequate increase in demand occurs. Whether the 
class of cases in which a fully compensating demand 
occurs is larger or smaller than that in which it does not, 
is unknown. Certainly the probability of the occur- 
rence of such a compensating increase in employment is 
far less than it was thought to be by most of the classical 
economists. . 

There is one theoretical consideration which counts 
heavily against the ‘‘usualness”’ of a compensating in- 
crease in production. The saving on direct labor cost for 
each unit produced, which accompanies the introduc- 
tion of machinery, is certain, for two reasons, to be in a 
greater percentage than the reduction in the price of the 
article. In the first place, the cost of the machinery and 
royalties must enter into the price. Secondly, the cost 
of the material is ordinarily not changed by the intro- 
duction of machinery. If, therefore, the elasticity of 
demand for the article is not greater than one, the per- 
centage increase in production will be less than the per- 
centage reduction in the unit labor cost. Under these 
conditions, unless the rate of wages is reduced by the 
substitution of cheaper labor, the number of laborers 
will be reduced. 

There is still another consideration applicable to some 
cases of the introduction of machinery, which makes 
against the probability of a large increase in demand, 
occurring within a period of time sufficiently short to 
benefit the workers already in the trade. Where the use 


6. A. C. Pigou, The Economics of Welfare, 1920, pp. 717-718. 
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of the machine is confined to the patentees or to selected 
manufactures, the users of the machine may decide that 
their interests lie in upholding prices rather than in giv- 
ing the public a larger part of the benefits of the inven- 
tion. The expansion in demand which might be 
achieved by lower prices is estimated less highly than 
the certainty of larger unit profits. Both the Owens 
Bottle Company and the American Window Glass 
Company marketed their patents on the principle that 
less would be gained by a destructive price war, than 
by taking a considerable part of the market at a more 
remunerative price.’ This policy, as has been noted 
above, operates to retard the introduction of the ma- 
chine, but it also operates to retard the fall in price. 
In the cases of the introduction of machinery studied, 
the increase in demand within the introductory period, 
which alone has any effect in bringing about the avoid- 
ance of displacement of skill, has been an important fac- 
tor in one field only, that of the introduction of the lino- 
type. From 1887 to 1895 the cheapening in the cost of 
composition through the introduction of the linotype 
did not lead to a compensating increase in demand for 
labor, but from 1895 on there was a considerable in- 
crease in the amount of printing done, which after 1897 
was sufficient to compensate for the labor saved by the 
machine. The character of this increase in demand, 
however, was peculiar. If it had taken the form of a 
reduction in price and an increased volume of sales of 
existing newspapers and magazines, the printers would 
not have benefited, altho the pressmen would have been 
helped. Fortunately for the printers, the cheaper cost 
of composition led to competition among the publishers 
in the size of the newspapers.* Some increase in the 
7. The Glass Industry as affected by the War: Tariff Information 


Series, No. 5, pp. 75, 79, 129. 
8. “Introduction of the Linotype,” pp. 254-255. 
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number of newspapers and magazines and in other 
kinds of printing was attributable to the cheaper cost 
of composition, but it was relatively unimportant. 

The use of the stone-planer materially lowered the 
price of cut stone, but the output did not increase. 
This curious situation was attributed in the trade to the 
increasing competition of terra-cotta and concrete.® 
After the semi-automatic bottle machine was intro- 
duced, the price of wide-mouth bottles — the only 
kind made at that time on the machine — was reduced 
somewhat. The increase in production, however, was 
far from sufficient to compensate for the saving in 
skilled labor. There was at the time a rapidly widening 
use of bottles as containers, but the increase in the pro- 
duction of wide-mouth bottles was not appreciably 
greater than that of other classes of bottles, despite the 
fact that some users of bottles substituted wide-mouth 
bottles for narrow-mouth bottles.! From 1905 to 1914, 
the decrease in the price of bottles made on the Owens 
bottle machine was, as nearly as can be ascertained, 
about 15 per cent, and the production of all classes of 
bottles taken together doubled. The rate of increase was 
no greater in this period, however, for the classes of 
bottles made on the Owens machine than it had been in 
the period from 1899 to 1904. The great extension in 
the use of bottles from 1899 to 1919 appears to have 
been due primarily to changes in taste which demanded 
glass-packed goods for sanitary reasons.” 

In none of the foregoing cases, except that of the 
linotype, can any considerable degree of increase in 
production be ascribed with certainty to a reduction in 

9. “The Stonecutters’ Union and the Stone-Planer,’’ p. 420. 

1. “The Introduction of Semi-Automatic Bottle Machinery,” pp. 
— othe Introduction of Semi-Automatic Bottle Machinery,” p. 342; 
“The Introduction of Automatic Bottle Machines,” p. 548. 
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cost due to the introduction of the machine. Other fac- 
tors, the changes in demand due to taste and the en- 
trance of competing products, played so much the 
larger part in determining the amount produced during 
the period of introduction that the effect of price reduc- 
tions was relatively unimportant. 


IV 


If the increase in production due to the introduction 
of machinery were always directly proportional to the 
displacing power of the machine, displacing power would 
be only an element in increase in production. Since this 
is not the case, the displacing power of the machine is to 
be regarded as a primary factor in determining displace- 
ment. A case of high displacing power coming under 
‘the observation of Senior was responsible for a modifica- 
tion in the doctrine of a compensating increase in de- 
mand. He said: 


A small screw was shown to us at Birmingham which, in the 
manufacture of corkscrews, performed the work of fifty-nine men; 
with its assistance one man could cut a spiral groove in as many 
corkscrew shanks as sixty men could have cut in the same time with 
the tools previously in use. As the use of corkscrews is limited, it is 
not probable that the demand for them has sufficiently increased to 
enable the whole number of laborers previously employed in their 
manufacture to remain so employed after such an increase in their 
productive power. Some of the corkscrew makers, therefore, must 
have been thrown out of work, and the rate of wages in that trade 
probably fell... . The example taken from the manufacture of 
corkscrews is as unfavorable to the effects of machinery as can be 
proposed; for the use of the commodity is supposed to be unable to 
keep up with the increased power of production and the whole num- 
ber of laborers employed on it is consequently diminished. This, 
however, is a very rare occurrence. The usual effect of an increase 
in the facility of producing a commodity is so to increase its consump- 
tion as to occasion the employment of more, not less, labor than 
before.* 


3. Nassau William Senior, Political Economy, Third Edition, pp. 
165-166. 











MACHINERY AND LABOR 127 


In the cases of the introduction of machinery studied, 
the displacing power of the machines varied widely. 
One man on the stone-planer is capable of producing as 
much as eight men can produce by hand. One man on 
the semi-automatic bottle machine can make as many 
bottles as four hand-blowers. A linotype operator can 
set up as much matter as four hand-compositors. The 
Owens bottle machine in its latest forms is capable of 
an output per operative equal to that of eighteen hand- 
blowers. The displacing power of the machine in all the 
eases studied, as has already been noted, was less at the 
beginning of the period of introduction, than it was 
later. 


V 


The final factor in determining the amount of dis- 
placement is the degree to which the skill of the hand 
worker is useful in connection with the machine process. 
This demand for skill may take one or both of two forms. 
First, the machine may take over only one of several 
coéperant parts of a trade and leave the other parts of 
the trade untouched, as in printing, where proof-read- 
ing, and make-up were unaffected by the linotype; or 
in stonecutting, where carving and some other parts of 
the work of the stonecutter could not be done by the 
planer. In such cases, it is possible that a small expan- 
sion in demand may be sufficient to retain the same total 
number of skilled workmen. When, however, the part 
of the trade affected by the machine is relatively small, 
the reduction in price is likely also to be small. 

This factor was of relatively small importance in sal- 
vaging the skill of the stonecutters since, as has been 
noted above, no increase in demand occurred. The intro- 
duction of the linotype, on the contrary, was accompa- 
nied by a large increase in the number of proof-readers, 
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make-ups and other auxiliary skilled workmen required. 
This increase was of considerable importance in avoid- 
ing displacement, altho, as has been noted above, its 
full effect was not realized on account of the difficulty 
of moving compositors on straight matter into other 
positions. 

The second form of the demand for the skill of the 
handworker in connection with the machine process, 
occurs where the skill of the handworker is useful in 
some degree in the working of the machine. Even if 
there is no increase in the demand for the article, if the 
skill of the handworker is useful, the employment of 
part of the handworkers at something more than the 
wage of an unskilled worker is certain. 

The classical economists, for the most part, did not 
concern themselves with the effects of a change in the 
quality of the labor caused by the introduction of ma- 
chinery, since they were intent on the effect of machin- 
ery on general wages. They were inclined to minimize 
the hardships of displacement of skill. Thus McCul- 
loch, after admitting that there may be cases in which 
there is a reduction in the number of persons employed 
in the trade affected, says: 


te & 
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Ultimately, therefore, the introduction of machines cannot fail 
of being highly advantageous to the laborer; and even when first 
resorted to, they never impose on him any other hardship than that 
of occasionally forcing him to change his business. This, however, 
is seldom a very material one. A person trained to habits of industry 
and application can be easily moved from one employment to an- 
other. . . . It is easy for a weaver of cottons to become a weaver of 
woolens or linen.‘ 
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Appropriately enough, Babbage, the discoverer of the 
fourth principle of the division of labor, was the first 
writer of distinction to dwell at length upon this aspect 


4. McCulloch, Principles of Political Economy, Second Edition, pp. 
194-195. 
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of the problem. After citing statistics as to the increased 
number of weavers employed after the introduction of 
power looms, he says: 


In considering this increase of employment, it must be admitted 
that the two thousand persons thrown out of work are not exactly 
of the same class as those called into employment by the power- 
looms. A hand-weaver must possess bodily strength, which is not 
essential for a person attending a power loom; consequently, women 
and young persons of both sexes, from fifteen to seventeen years of 
age, find employment in power-loom factories.5 


The superiority of the handworker as an operator of 
the machine over the unskilled worker is a matter of 
degree. The probability that a machine which performs 
the work formerly done by skilled handworkers will 
require for its operation exactly the skill possessed by 
the handworker must be very small. On the other hand, 
the probability that the machine will require for its 
most successful working some part of the skill of the 
handworker is large. Whether the skill possessed by 
the handworkers will be salvaged by their employment 
as operatives depends, therefore, upon several factors: 
(1) the overhead cost of operating the machine; (2) the 
degree to which the skill of the handworker contributes 
to the successful working of the machine; and (3) the 
relative price of skilled and unskilled labor. The vari- 


5. Babbage, Economy of Manufactures, Fourth Edition, p. 339. 

A lively appreciation of the effects of the displacement of skill on the 
hand-worker led the same writer to offer suggestions as to how the in- 
dividuals affected might minimize the evil consequences. “Increased 
intelligence amongst the working classes may enable them to foresee 
some of those improvements which are likely for a time to affect the 
value of their labour, and the assistance of Savings Bank and Friendly 
Societies (the advantages of which can never be too frequently or too 
strongly pressed upon their attention), may be of some avail in remedy- 
ing the evil; but it may be useful also to suggest to them, that a diversity 
of employments amongst the members of one family will tend, in some 
measure, to mitigate the privations which arise from fluctuation in the 
value of labour.” Ibid., p. 340. 
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ous combinations of these factors may be illustrated 
from the history of the introduction of machinery. 
When the linotype was being introduced, it was be- 
lieved by many employers that the machines could be 
profitably operated by persons who had not had a train- 
ing as printers. It was soon found, however, that almost 
every part of the skill of the hand compositor is useful 
in the working of the machine and that printers were 
far more efficient than those who had no knowledge of 
the trade. The overhead cost of the machine — in- 
terest, maintenance, rent of space, power, etc. — is 
almost identical whether the daily output is large or 
small, and this overhead cost is relatively large in com- 
parison with the daily wage of the operative. Under 
these conditions a much smaller difference in output 
between printers and unskilled workers than actually 
existed would have been sufficient to turn the scale in 
favor of skilled hand compositors as machine operators.°® 
A somewhat similar situation was presented by the 
introduction of the semi-automatic bottle machines. 
Here the skill required was certainly far less than that 
required for blowing bottles by hand. The issue pre- 
sented was not, however, whether skilled men should be 
employed, but whether the bottle-blowers or workmen 
of a kindred trade — gatherers and pressers — pos- 
sessed in higher degree the requisite skill. The contest 
was finally decided, chiefly by the pressure of the blow- 
ers’ union, in favor of the bottle-blowers. That the bot- 
tle-blowers possessed skill which was valuable in the 
operation of the machines is undoubted. It is equally 
certain that much of their skill was not useful in the 
operation of the machine. The output of the machine, 
however, was directly dependent on the skill of the 
operators and the overhead cost was large. In a very 
6. “The Introduction of the Linotype,” pp. 271-273. 
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short time, the wages paid the machine operators was 
as high as that of skilled bottle-blowers.’ 

The circumstances attending the introduction of the 
stone-planer were in some respects favorable to the 
employment of skilled stonecutters. The output was 
dependent on the skill of the operative, and some of the 
skill of the stonecutter was useful in working the planer. 
The policy of the union in opposing the introduction of 
the planer, and the relocation of the industry, were 
largely responsible for the relatively small employment 
of the stonecutters as planer-men.® 

The influence of a relatively large wage differential 
as an obstacle to the employment of handworkers as 
machine operatives is illustrated by the history of the 
introduction of automatic bottle machines. When the 
Owens bottle machine was introduced in 1905, the dis- 
parity in wages between bottle-blowers and unskilled 
workmen was very great. The machine is automatic 
and its speed is not governed by the attendants. Under 
these circumstances the attendants were drawn almost 
entirely from the ranks of unskilled labor. The flow 
and feed devices for the automatic manufacture of glass 
bottles, introduced more than a decade after the Owens 
machines, require somewhat more attention on the part 
of the attendants than the Owens machine, but their 
speed also is independent of the attendant. A great 
change had occurred meanwhile, however, in the rela- 
tive wages of skilled bottle-blowers and unskilled la- 
borers. While in 1905 a bottle-blower received from 
three to four times as much as an unskilled laborer, in 
1917 unskilled laborers were receiving half as much as 
bottle-blowers. Altho the amount of skill which the 
bottle-blowers could contribute to the operation of the 


7. “The Introduction of Semi-Automatic Bottle Machinery,” p. 355. 
8. “The Stonecutters’ Union and the Stone-Planer,”’ p. 435. 
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devices was not large, the employers generally were will- 
ing to pay something over and above unskilled wages to 
secure that skill.® 


In the cases of the introduction of machinery studied, 
the five enumerated factors combine in a great variety 
of ways to bring about great differences in the displace- 
ment of skill suffered. The fortunate outcome in the 
introduction of the linotype was due to the low displac- 
ing power of the machine, the large extent of the use of 
skilled men as codperant workers and as machine opera- 
tors, together with an increase in production. The al- 
most equally fortunate outcome in the case of the semi- 
automatic bottle machine was due to the low displacing 
power of the machine, the small part of the whole trade 
involved, the use of skilled men as operators, combined 
with a rapid increase in the use of almost all forms of 
glass containers. The great displacement of skill in the 
introduction of the stone-planer was due to a combina- 
tion of high displacing power, small use of skilled work- 
ers in connection with the machine process, and no 
expansion in production. A combination of very high 
displacing power, no use of skilled workers in the ma- 
chine process, the rapid extension of the machine to the 
different products of the handworker, despite a very 
rapid growth in production, was responsible for the dis- 
astrous experience of the bottle-blowers with automatic 
bottle machinery. 

The question naturally arises as to whether greater 
importance may be ascribed to one or more of these fac- 
tors as against the others. From one point of view the 
answer is in the negative, since there are doubtless cases 
of the introduction of machinery in which each of them 


9. “The Introduction of Automatic Bottle Machines,” pp. 562-563, 
572. 
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assumes a leading réle. But from another point of view, 
a line may be drawn between those factors which make 
for the displacement of skill and those factors which 
make for its salvage. The strength of the attacking fac- 
tors — the labor-displacing power of the machine and 
the rapidity with which it is adapted to the various 
products and processes of the handworker — is deter- 
mined by mechanical facts; it may, therefore, be very 
small or very large. On the other hand, the chief salva- 
ging factors — the increase in demand and the mobility 
of labor — are economic and work in a medium much 
less favorable to the attainment of great force. In a 
group of cases of the introduction of machinery, the 
variability in the force of the mechanical attacking fac- 
tors is greater than in that of the economic salvaging 
factors. From this point of view, therefore, the leading 
element in determining the displacement of skill is the 
amount of the disturbance, measured chiefly by the la- 
bor-displacing power of the machine and the rapidity 
with which it invades the trade. If the disturbance is 
large, the displacement will also, probably, be large. 


GrorceE E, Barnett. 
Tue Jouns Hopxins UNIVERSITY. 

















PROFESSOR KNIGHT ON PSYCHOLOGY 


Proressor KniGutT in two penetrating and vigorous 
articles ' has recently set forth the view that economics 
is, or at any rate ought to be, more than a branch of 
mere science — a part of what he calls ethics and esthe- 
tics as well. In taking this view he finds himself in op- 
position to much of modern scientific psychology, but 
he centers his attack on one school of psychologists — 
the behaviorists. In so doing he achieves a rare distinc- 
tion by beginning one of his articles with an admirably 
fair formulation of certain aspects of the position he is 
attacking — a formulation that many of his opponents 
(including the present writer) could accept with rela- 
tively slight amendment. 

The conclusions of these two papers may be con- 
veniently grouped as follows: (1) It is part of the task of 
the social sciences to concern themselves with human 
purposes, and to appraise our economic system. That 
system not only satisfies wants but in large measure also 
determines their survival and evolution; it should be 
judged, therefore, both as a satisfier and as a determiner 
of wants. (2) The applicability of scientific method is 
limited; we can never know values scientifically, tho we 
may know in this way the objective facts of exchange; 
in order to understand values as such, we must employ 
a “‘higher” process of the human mind than scientific 
method. With the first set of conclusions and their im- 

1. “Economic Psychology and the Value Problem,” Quarterly Jour- 
nal of Economics, May, 1925; and “Fact and Metaphysics in Economic 


Psychology,’’ American Economic Review, June, 1925 (hereafter referred 
to as Q. J. E. and A. E. R. respectively). 
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plications as set forth by Professor Knight there is no 
disposition here to quarrel so far as major issues are 
concerned. On the contrary there is pleasure in record- 
ing hearty agreement. No doubt these conclusions fol- 
low logically from Professor Knight’s position. The 
present writer holds that they follow equally from the 
position he is criticizing. But for brevity’s sake he will 
not undertake to prove this proposition here. The quar- 
rel is with the second set of conclusions. 

Without that disrespect to philosophy in general 
which Professor Knight so much deplores, one may 
fairly call in question the particular philosophical posi- 
tion through which he seeks to delimit the scope of 
scientific method in dealing with human affairs, espe- 
cially when he tells us that science is further from com- 
mon sense than his own abstract and avowedly specula- 
tive philosophy.? Still more may one question Professor 
Knight’s findings without disrespect to philosophers 
when he calls on them to arbitrate an alleged conflict 
between reason and common sense.’ As if philosophers, 
were agreed upon this issue of the conflict between rea- 
son and common sense, if indeed there is a conflict here 
except as seen from a particular philosophical position 
such as Professor Knight’s! 

The argument by which Professor Knight claims to 
have demonstrated the limited applicability of scien- 
tific methods in dealing with men, and more especially 
with values, may be called a process of elimination. 
Apparently he holds, somewhat after the manner of 
Bergson, that there are two methods of knowing, the 
scientific, and what we shall call the ethical-esthetic. 
The scientific method according to Professor Knight 
includes objective observation, which furnishes the data 
that science classifies and analyzes. In its classifica- 


2. Q. J. E., p. 378. 3. Q. J. E., p. 377. 
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tion and analysis of these data science employs “‘static’’ 


categories (that is, presumably, terms the meanings of 
which do not change in the course of the discussion) and 
exact reasoning; but it is confined to these data of ob- 
servation and excludes matters of inference. Its ulti- 
mate test (and possibly he means that of the other sort 
of knowledge too) is intelligent communicability. The 
ethical-esthetic ‘‘apparatus of thought and communica- 
tion’’ is not very fully described.‘ It is ‘‘higher,” and 
this sort of knowledge is less exact and more ‘‘imme- 
diate” (apparently as distinguished from ‘‘inferred”’). 
As contrasted with the scientific or ‘‘outside’’ method of 
knowing, it is knowing ‘‘from the inside . . . by iden- 
tifying ourselves in a real sense with the object of know- 
ledge.’ Professor Knight finds that desire and choice 
are (like other ‘‘conscious states’’) matters of inference 
for science. They are not objectively observable, not 
scientific data, except in a sense which makes the he- 
donistic analysis purely a tautology.’ Furthermore, he 
argues, attempts to apply scientific logic to values and 
to the observation process lead to impossible conclu- 
sions, and this casts a reflection on the validity of scien- 
tific logic.6 And again, he urges, desire and choice as 
‘conscious states’ ‘‘make prediction and control im- 
possible to the extent that they function as causes” ’ 
of physical behavior. ‘“‘Behavior mechanics” taken 
alone is inadequate and will not work as a basis for deal- 


4. On these two methods see Q. J. E., pp. 382-383, 404-405; A. E. R., 
p. 266. 

5. Q. J. E., pp. 375-377, 387. One wonders why, if “desire” is really 
the analogue of “force” (in what Professor Knight would call the be- 
havioristic senses of these terms), the physicist’s use of ‘force’ is not 
also tautologous; or, if physics escapes tautology, why a scientific he- 
donism should not escape it too. 

6. Q. J. E., p. 400. Is Professor Knight employing a non-scientific 
logic, or does his argument cast a reflection upon its own validity? 

7. Q. J. E., p. 376. 
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ing with people.* Therefore, he concludes, values as 
such can never be treated by scientific methods. But 
they are real and objective by the scientific test of in- 
telligent communicability. Moreover he finds that 
consciousness is “‘presupposed”’ by science in com- 
municability,® and that value is ‘‘presupposed”’ in the 
observation process, which is always relative to some 
interest of (value for) the observer.! Hence conscious- 
ness and value are real, but one of our two methods of 
knowing, the more exact scientific method, can never 
get at them, so that for our understanding of mind and 
value we must have recourse to the immediate, non- 
analytical, ethical-esthetic method. And ‘motives re- 
sist reduction to any common measure or principle in 
any terms simpler in their own kind than value itself.” ? 
Professor Knight apparently feels that values can be 
known “‘from the inside” ‘‘immediately,” but cannot 
be analyzed according to the methods of (scientific) 
logic. 

If one thinks of the scientific method of attaining 
knowledge not as one of two knowing faculties or powers 
of the mind, each having its own sphere of knowledge, 
but rather asamethod of knowing differing from common 
sense in being more systematic and accurate in employ- 
ing the same type of data and much the same sort of 
reasoning, one will be likely to think Professor Knight’s 
argument largely destructive. But perhaps the want 
of a more detailed account of the ethical-esthetic faculty 
of knowing (especially if it is to be identified with Berg- 
son’s intuition) should rather leave one wondering 
whether Professor Knight is not essentially a mystic. 
Otherwise why should he tell us that interests are real 
in an ultra-scientific (literally metaphysical or super- 


8. Q. J. E., p. 390. 1. Q. J. E., p. 397. 
9. Q. J. E., p. 381. 2. Q. J. E., p. 401. 
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natural) sense ‘‘to which it is difficult if not impossible 
to give clear expression in language’’? * 

The issue seems to be: Shall we continue our present 
reliance on statistical technique, our efforts to put psy- 
chology and social science (including economic theory) 
into the form of objectively verifiable hypotheses? Or 
shall we, regarding it as an egregious error to seek to 
understand minds and purposes scientifically, and rele- 
gating the objective, scientific approach to “a subordin- 
ate and instrumental réle” in the study of man, place 
our main emphasis on an approach “‘from the inside,” 
and follow a program of investigation the precise nature 
of which Professor Knight has not yet made clear? His 
argument for the latter course is open to a double at- 
tack. (1) We may question the psychological hypo- 
thesis as to the nature of thought, on which his whole 
argument depends. Instead of supposing with Professor 
Knight that man has “‘two types of thought, between 
which there is no bridge,’ — (a) a scientific type, ap- 
propriate to physics and the ‘“‘mechanics”’ of exchange; 
and (b) an ethical-esthetic type, appropriate to under- 
standing minds and values and the chief reliance in the 
field of social ‘‘science,’’ — it seems preferable to hold 
that thought is an activity, the different types of which 
shade off gradually into one another; that the scientific 
method of attaining knowledge as a type of thinking 
differs from other thinking by being systematic and 
careful in a higher degree; and that its proper sphere is 
not limited to a part of the field of knowledge but is 
coextensive with the entire field. Unless Professor 
Knight can show that ‘‘our minds do have an apparatus 
of thought and communication different [in kind] from 
that of scientific logic,” he can hardly hope to establish 
its supremacy in dealing with mind and value by attack- 


3. A. E. R., p. 249. 
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ing the achievements of scientific method in this field of 
thought. (2) We may question the accuracy and ade- 
quacy of Professor Knight’s conception of scientific 
method in general and as applied to man. It will be 
argued that he wrongly excludes inference from science, 
and wrongly conceives all scientific method to be pat- 
terned closely on that of mechanics, so that he is in part 
attacking a straw man. It will also be argued that he 
does not substantiate the charge of “flagrant incon- 
sistencies’’ in the nature of science, and that he confuses 
the want of present success in the anthropological 
sciences with the impossibility of success in the future. 

(1) The validity of Professor Knight’s attempt to 
delimit the scope of scientific method depends first of 
all upon the correctness of his enumeration of the al- 
ternatives. Do our minds have a scientific apparatus of 
thinking and knowing, and another “‘higher”’ apparatus 
in addition? Professor Knight recognizes that the psy- 
chology of knowledge is fundamentally the point at 
issue.‘ It is surprising, therefore, that he not only offers 
little constructive argument in support of his own views 
on this subject, but that he has scarcely discussed at all 
the views of the psychologists whom he is chiefly attack- 
ing. He does tell us that the behaviorist view involves 
an infinite progressus of talk to explain talk, talk to ex- 
plain the explanation, etc.,5 and he dogmatically asserts 
that “‘only grammatically does the statement [of the 
behaviorist’s theory] make sense.’”’ But both his attack 
upon the behavioristic psychology of knowledge (which, 


4. Q. J. E., pp. 373-374. 

5. A. E. R., p. 255. In holding that an explanation of a thing is a form 
of response to (talking or thinking about) it, the behaviorist or other psy- 
chologist would be bound to admit that if each of these explanatory 
responses were to be itself explained by a subsequent response to itself 
as a stimulus, there would be an infinite (temporal) progressus. He need 
not hold that such a series will ever take place. Moreover it is hardly a 
sufficient refutation of a theory to show that it thus involves the notion 
of infinity. 
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in contrast to his dualism, we might call monistic or 
perhaps pluralistic) and his defense of his own theory 
that the mind has two faculties of thought, are so much 
incidental to his discussion of the world that men know 
and think about that it would easily be possible to read 
both his articles and not realize that the psychology of 
knowledge and thought was at the very heart of the 
argument. Yet if he means to establish by the process 
of elimination that human purposes, in their ‘‘ unique- 
ness” and growth, can only be understood by his 
“higher” apparatus of thought, he must first of all 
establish the correctness of this dualistic psychology of 
thought. And his views on this subject would probably 
receive little more support from introspectionists like 
Titchener or Woodworth than from Watson. Whatever 
may be the merits of his theory, it is in conflict not only 
with the behaviorists, but also with most of the other 
psychologists, at least in this country. And so far as 
these two articles go, his view is not only largely unsup- 
ported, but his conception of the “‘higher” apparatus 
of thought is not even clearly stated — perhaps this con- 
ception is one “‘to which it is difficult if not impossible 
to give clear expression in language.’’ At all events it is 
difficult to state his dualistic epistemology except in 
terms strongly reminiscent of the long-discarded ‘‘fac- 
ulty psychology.” 

But while a particular psychological * problem (that 
of the nature of thought) is the battle ground, the issue 
has a wider aspect. Science has repeatedly had to face 
the attempt to delimit its scope and set aside a field of 
knowledge which it could not enter. In the past this 
conflict has been associated with such men as Galileo 
and Darwin. Without meaning to appraise living great- 
ness or to subscribe to a heroistic interpretation of the 


6. Professor Knight would probably prefer to call it a “philosophical” 
problem, one which falls outside the proper field of science. 
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history of thought, we may add as one who typifies the 
position around which the controversy centers to-day, 
Watson. Watson himself has suggested that the at- 
tempt to delimit the field of science by hypothecating 
a realm of ‘‘phenomena” which can never be gotten at 
scientifically may be a defense of religion and absolutistic 
philosophy.’ Professor Knight appears to use this de- 
limitation as a defense of the ‘will to believe,’”’ and he 
has recourse to an argument which has also been em- 
ployed by modern theology.* Not that scientific method 
is opposed to any belief as such, religious or otherwise. 
On the contrary it requires us to test each possible view 
fairly by reason and by observation, and then to face the 
truth fearlessly, whatever the verdict may be. Nor need 
one who objects to the attempt to delimit the scope of 
science, hold that it will be uniformly and completely 
successful everywhere. But pragmatically it is a good 
working hypothesis to assume that we can gain by syste- 
matic observations checked against one another, by 
precise use of terms, and by accurate reasoning, an 
hypothesis not lightly to be discarded. If no one has 
yet succeeded in understanding values scientifically, we 
should not, for want of early success, give up when psy- 
chology is still so young a science. 

(2) But is the method which Professor Knight finds 
incapable of dealing with value and mind properly to be 
identified as ‘‘scientific method”? To begin with, he 
finds that in the field of physics 
scientific thought has generated self-contradictions, and ends in 
analyzing all perceptible and imaginable qualities of things entirely 
out of existence.® [Thus he refers to certain ] flagrant contradictions 


of thought in the modern theory of matter, familiar to every critigal 
student of the subject, 


7. “Psychology from the Standpoint of a Behaviorist,” 1919, pp. 
325-326. 


8. G. A. Coe, ‘Psychology of Religion,” 1916, especially p. 247. 
9. A. E. R., p. 258. See also p. 253. 
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which appear to be that physics analyzes the visible and 
other qualities of objects out of existence, and yet pro- 
ceeds to use these qualities as elementary terms in the 
analysis. The issue really is, therefore, — does it de- 
stroy redness to understand it as a quality of objects by 
virtue of which they reflect light-waves chiefly of a wave 
length of about .0007 mm.? Or is water less wet for 
being known as H,O? Professor Knight asswmes without 
explanation that such “‘analyzing”’ is necessarily ‘‘ana- 
lyzing out of existence,’’ but ‘‘common sense”’ at least is 
not clearly on his side in this assumption; and the pres- 
ent writer hazards the guess that by ‘‘critical student”’ 
he necessarily means a non-behaviorist. 

Professor Knight further argues that the attempts to 
maintain a thoroly scientific and logical view both in the 
investigation of inanimate bodies and in that of men 
leads to an irreconcilable conflict with ‘‘common sense.” 
“The physicist,’’ he tells us, ‘“‘constantly recognizes that 
he really knows nothing about force’’ as a cause which 
‘* ‘makes’ things happen.”’! And in the anthropological 
field an exclusive reliance on science requires us to deny 
consciousness to the h tian organism,? and conse- 
quently to exclude fron’ ‘ts realm of the known such 
things as desire and feeling,’ interests and motives,‘ pur- 
pose ° and value,® meaning and the communication of 
ideas.’ Yet, he dogmatically asserts, it is an obvious 
fact 
that no human being really disbelieves in the reality of force as an 


element in the external existent world, any more than he doubts the 
fact of consciousness in his fellow human beings.’ 


. Q. J. E., pp. 378-379. 
. Q. J. E., p. 375; A. E. R., p. 248. 
E., p. 375. 
-» pp. 249-250; Q. J. E., pp. 386-387. 
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As if this so-called ‘‘ obvious fact”’ were not precisely the 
point at issue in the sense in which he needs it for his 
argument! Neither the physicist nor the psychologist 
needs to accept this ‘‘fact”’ in a sense which contradicts 
his science, nor in standing by his science to deny or 
overlook what is obvious and really disbelieved by no 
one. 

Let it be said once for all that the behaviorist as well 
as any other psychologist — and as we shall see Pro- 
fessor Knight’s attack, tho nominally on behaviorism, 
is on the science of psychology as such — believes that 
men have minds and interests, that they are conscious of 
things going on around them, that things have values 
and words have meanings for them, and that men com- 
municate with one another. The behaviorist does not 
deny mind, interest, value, etc,, ‘‘making all control an 
illusion” (which is what Professor Knight appears to 
think), and then proceed to act as if he believed in these 
things, science itself being avowedly instrumental and 
purposive.’ The behaviorist does reserve the right which 
Professor Knight assumes for himself — the right to 
conceive mind and value;ir shis own way. Professor 
Knight is rather like the-mar who defines an atheist as 
one who believes in a different kind of god from that in 
which he believes. The issue is not as to the existence of 
mind, value, etc., but whether Professor Knight’s ad- 
mittedly unscientific conceptions of these things or the 

9. Q. J. E., p. 388; A. E. R., p. 255. In one form Professor Knight’s 
argument as to the self-contradictory nature of the behaviorist’s posi- 
tion becomes an attempt to lift himself up intellectually by his boot- 
straps. The behaviorist, he urges, recognizes the correctness of Professor 
Knight’s position in the very act of arguing against it. (A. E. R., pp. 
249, 255, 258.). Of course the question at issue is precisely whether a 
scientific psychological account (such as that of the behaviorist) or Pro- 
fessor Knight’s account of the sort of conscious, purposive, communica- 
tive human behavior called “arguing against Professor Knight” is the 


correct one. Professor Knight assumes his case established in this 
argument. 
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conceptions of a scientific psychology — behavioristic 
or otherwise — shall prevail. 

As for physics, the careful physicist employs the con- 
cept of “force” only as an objectively measurable rela- 
tion between two bodies; and any further conception of 
force as a “‘real existence” ‘‘which makes objects fall” 
or move, serves not to add to an accurate, practical un- 
derstanding of inanimate objects and their behavior, but 
rather to create confusion by thinking of them as if they 
were human beings.! 

Professor Knight’s exclusion of mind and value from 
the realm of scientific knowledge depends in part on his 
notion that “‘inferences’”’ have no place in science,? ex- 
cepting that observations in an important sense involve 
inference. Yet he seems to admit * that electrons, etc., 
are at least as truly matters of inference as values. And 
it is difficult to see how science can employ logic without 
employing inference. If values are to be excluded from 
science it will have to be on some other ground than 
that they are inferred rather than observed, for surely 
it is not unscientific to draw inferences. A more accurate 
formulation of the relation of observation and inference 
in scientific method would probably assert that for the 
most part science confines itself to making and investi- 
gating hypotheses which can be tested empirically. 
That is, as Professor Knight has so admirably said of 
tautological hedonism,‘ an hypothesis which cannot be 
tested by comparing observation with a previous pre- 


1. The thoroly anthropomorphic character of Professor Knight’s 
thinking on this subject is apparent from the following passage: ‘The 
idea of force in connection with the motion of objects in space is a feeling 
of effort which we read into them on the basis of our own experience.” 
Q. J. E., p. 381. (Italics are the present writer’s.) And yet he thinks 
that “candid reflection”’ will show us all to be equally anthropomorphic 
in our habits of thought. 

2. Q. J. E., p. 375. 

3. A. E. R., p. 253. 

4. Q. J. E., p. 377. 
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diction (inference) is unscientific. On this ground Pro- 
fessor Knight clearly cannot exclude values, or at any 
rate feelings and purposes, from science, since he also 
argues ° that any scientific hypothesis will in the nature 
of the case, where feelings and purposes make a differ- 
ence, yield predictions which disagree with observable 
facts; that in the field of human activity the application 
of scientific technique alone will not work as a method 
of controlling behavior. In other words, he holds that 
hypotheses regarding emotional and purposive behavior 
can be tested by observation, but will always be found 
wanting. 

This argument, while making it perfectly clear that 
scientific method, properly conceived, will seek to deal 
with values as well as with electrons or ‘‘the other side 
of the moon,” suggests a limitation of another sort: 
science may try to understand human beings, but alone 
it can never succeed. The postulate of ‘‘uniformity of 
nature” on which all science rests, does not hold for 
human nature, since human organisms ‘‘do not remain 
unchanged through successive reactions.... They 
have memory.” * But the sort of change of human na- 
ture involved in memory does not necessarily invalidate 
the postulate of “‘uniformity.’”’ This ‘‘requirement [of 
uniformity] for predicting future behavior from that of 
the past”’ will be satisfied, if only memory or ‘‘associa- 
tion” is a change in a human being that takes place uni- 
formly, so that psychologists can describe the change in 
terms of ‘‘laws of association.”’ 

But the essence of the issue here involved is not tied 

5. Q. J. E., p. 388. 

6. A. E. R., p. 258. Professor Knight gets into difficulty when he as- 
serts that ‘Human ‘bodies,’ to be sure, have all the physica! (universal, 
uniform, and inexorable) qualities of other objects,” for he seems also to 
be denying to human bodies the uniformity of nature which in inanimate 


bodies makes prediction and control of their behavior possible. They 
cannot both have and lack this quality of uniformity at the same time! 
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up with any particular uniformity or lack of it. Pro- 
fessor Knight desires to show that science alone can 
mever succeed in predicting human behavior, and he 
cites evidence to show that it cannot now predict suc- 
cessfully. To assume (1) that it is theoretically possible 
to give a scientific explanation of ‘‘the infinitely various 
‘responses’ of different individuals” whom one chances 
to meet as he goes down the street, the stimulus having 
been in each case for the experimenter to ‘‘thumb his 
nose at them or offer to present each with a dollar bill,”’ 
and (2) that “‘only ‘practical difficulties’ prevent” such 
a scientific explanation, is obviously not ‘‘pure dogma, 
the antithesis of science.” In asserting that it is,’ Pro- 
fessor Knight has confused two different sorts of possi- 
bility, or rather what science has not now accomplished 
with what it can never accomplish. If ‘‘is theoretically 
possible” means “possible in the present state of the 
science of psychology,” the assumption is simply con- 
trary to fact. But if the assumption is amended to read, 
‘‘may some day be possible,” and for his purposes Pro- 
fessor Knight must show that it is also untrue in this 
form, the assumption becomes about equally difficult to 
prove or to disprove a priori. But it is an hypothesis 
which has been found fruitful in the past, and may be 
again. At all events ‘‘can’t never did anything,” and we 
are more likely to make progress in psychology and the 
social sciences if we act on the assumption of a sufficient 
uniformity of human nature to make progress possible. 

But if scientific methods are to be freely and opti- 
mistically employed in the study of man, there is surely 
ample justification for the criticism which Professor 
Knight’s Bergsonian epistemology offers of those who 
would attempt to apply the methods of mechanics in 
economics or psychology. If scientific method is to be 


7. A. E. R., p. 257. 
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applied to such diverse materials as human and celestial 
bodies, it can only be because that method is adaptable 
to its varied subject matter. But our ‘‘apparatus of 
thought” and knowledge need not be like a two-speed 
auto. Rather it may be a (scientific) method which is 
continuously variable like its subject matter, with dif- 
fering concepts and technique of observation, according 
as the subject matter is the structure and behavior of 
inorganic bodies, or of protozoa, the structure and func- 
tioning of metazoan organs and tissues, the anatomy 
and behavior of some ‘‘higher”’ vertebrate organism as a 
whole, or the organization and behavior of groups of 
homo sapiens. And if Professor Knight means to imply 
that the behaviorist in psychology or the institutionalist 
in economics * is seeking to apply the methods of me- 
chanics to man, he could more fairly bring this charge 
against older views, such as that of the “‘structuralist”’ 
in psychology, and in the social sciences, such as his own 
view that ‘‘there is a science of economics, a true and 
even exact science, which reaches laws as universal 
as those of mathematics and mechanics.” * The be- 
haviorist and the institutionalist believe their subjects 
to be biological sciences, and they employ concepts and 
(statistical) methods appropriate to classes of which the 
individual members differ from one another, to species 
that originate and evolve. As biologists, their observa- 
tional technique includes collecting specimens (“‘case 
work’’) and unearthing the remains of the past, as well 
as laboratory experiment. 

If the attempts of the behaviorist and the institu- 
tionalist to apply scientific method to human beings 
have thus far led to impossible conclusions, — and it is 
by no means clear they involve the difficulties Professor 

8. He cites L. K. Frank’s ‘‘Emancipation of Economics,” A. E. R., 


March, 1924. 
9. See Trend of Economics, 1924. Ed. by R. G. Tugwell, p. 256. 
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Knight supposes, — we ought to remember that it still 
remains possible that a happier application may be 
made hereafter. But how fairly has Professor Knight 
conceived these attempts to apply scientific method to 
man? He is chiefly concerned here with that of the be- 
haviorist, and certainly his discussion of ‘‘ behavior me- 
chanics” presents a mere caricature of the position he is 
criticising. The behaviorist is under no compulsion to 
make the mistake of the early devotees of ‘‘scientific 
management,” and assume that men behave like ma- 
chines, never tired, never angry, with no good will to 
enlist. On the contrary, investigating emotional and 
purposive behavior is part of his avowed job — to study 
the behavior of the organism as a whole. Moreover he is 
quite as able to predict and control behavior accurately 
as is the psychologist who believes in mental states or 
processes, each of which is ‘‘paralleled” by a physio- 
logical (nervous) state or process. Both believe that the 
physical facts pertaining to the organism and its en- 
vironment are adequate data for predicting and con- 
trolling the organism’s behavior. And probably most 
American psychologists are either “‘parallelists’” or 
behaviorists. When Professor Knight tells us that ‘‘The 
interpretation of human conduct in terms of ‘be- 
havior patterns,’ inherited or acquired, in relation to 
‘situations’ . . . will not work,” he is indicting paral- 
lelists as well as behaviorists. Both in this assertion 
that the postulate of uniformity of nature as applied to 
man “‘is practically false”! and in his insistence that 
psychology to be scientific must be behavioristic, and 
to be behavioristic must leave out essential data, Pro- 
fessor Knight is attacking not behaviorism alone but 

1. A. E. R., p. 262. The form here given to the postulate is that “‘the 
sequence [ of human behavior facts] is really complete on a purely physi- 


cal level,” a common form for the “parallelist.” See also Q. J. E., 
p. 390. 
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the very possibility of psychology as a scientific account 
of mind and human conduct. 

As a corollary to the proposition that scientific psy- 
chology does not require men to behave in detail like 
machines or other inanimate objects, we may say that 
“‘desire’”’ (as one of Professor Knight’s ‘‘metaphysical 
entities’’) may be the analogue of “‘force” (as another 
such entity) but that desire certainly is not the analogue 
of force from the viewpoint of psychology and physics. 
Unlike force, desire cannot be measured objectively, and 
it is extremely doubtful whether Professor Knight is 
right in assuming that it is quantitative. Incidentally 
it is doubtful also whether Professor Knight is justified 
in thinking of desire either as a stimulus? or as an end.® 
A further difficulty in the analogy of desire to force is 
that, while force is commonly an elemental concept in 
physics, desire is a complex aspect of human behavior, 
which the psychologist will attempt to resolve into sim- 
pler terms. In fact from a scientific standpoint it is 
difficult to see any analogy between force and desire at 
all. The whole analogy exists only in Professor Knight’s 
metaphysics. 


So much for the two steps in Professor Knight’s argu- 
ment considered as a process of elimination. Viewed 
now as a whole, the argument assumes another aspect: 

We have [he says] two sources of information in regard to the 
causes of human behavior, but they do not tell the same story; and 
yet we cannot disbelieve in the validity of either of them.‘ We are 
infinitely more sure of these [two sets of] more or less contradic- 
. tory facts than we are of any [logical] principles which will resolve ® 
the conflict between them. Therefore we can better rely 
upon these contradictory data of (scientific and ethical- 
esthetic) observation than on our reason. If this is his 


2. Q. J. E., p. 399. 4. Q. J. E., p. 383. 
3. Q. J. E., p. 387. 5. A. E. R., p. 266. 




















150 QUARTERLY JOURNAL OF ECONOMICS 


meaning, as it seems to be, his metaphysic of common 
sense may fairly be characterized as a careful, scholarly, 
and closely reasoned defense of slip-shod reasoning and 
intellectual indolence. 

And yet, in spite of his sureness of these two kinds of 
‘‘observational”’ data, he finds the data of scientific 
observation not ‘‘immediate” because this type of ob- 
servation ‘‘rests upon ages of mental sophistication”’ 
and because it is conditioned by the language into which 
it must be put.® He holds these data to be constructs of 
an elaborate process of purposive inference, while ‘‘the 
facts of modern genetic [which he apparently regards 
as non-scientific] psychology” make it ‘‘much more 
natural and easy”’ to regard the data of ethical-esthetic 
observation as “immediate.”” But the argument 
against immediacy can be transposed ° to apply to the 
data of ethical-esthetic observation too, making them 
also elaborate constructs dependent upon ages of so- 
phistication. Certainly they are equally learned re- 
sponses for the psychologist and social scientist, and 
equally the result of inference or reasoning. Even if one 
believes that reasoning has not yet succeeded in resolv- 
ing the conflict between these two different sources of 
information (assuming that they are so different as to 
constitute two distinct types ‘‘between which there is 
no bridge”’), why should he assume it never will? Or if 
the “‘will to believe” takes precedence over reason, why 
bother with a reasoned basis for the precedence? 

But if it is true that Professor Knight’s argument 

6. Q. J. E., p. 398. 7. A. E. R., p.254. 

8. There are difficulties with transposing literally, since his argument 
confuses (or identifies?) the thing known with the knowledge of it, and 
logical priority with chronological priority. The statement in Q. J. E., 
p. 398, ‘ Knowledge of that which we say we infer [other minds as con- 
scious centers] is logically prior to knowledge of that which we say we 
observe [e. g., physical objects], since it is a condition of observation 


itself,” should be amended by striking out the first two words and sub- 
stituting “‘chronologically” for “logically.” 
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rests on a conception of the nature of scientific method, 
which, because it smacks too exclusively of mechanics, 
is inadequate in general, and especially in its applica- 
bility to the study of human behavior; if, further, it is 
true that to conceive thought as continuous is more in 
accord with modern psychology than to assume with 
Professor Knight that there are distinct faculties of 
thought; and finally, if it is true that, while scientific, 
as distinguished from less logical and systematic, meth- 
ods may be limited in their applicability to human con- 
duct because of non-uniformity of human nature, still 
we are only able to get the most out of these methods 
by assuming that their scope is coextensive with the 
field of our knowledge; then the outlook for economics 
as a social science is not so dark as Professor Knight’s 
argument would make it. His critique of ‘‘ quantity of 
life” and ‘‘adaptation”’ * as (‘‘scientific’’?) terms into 
which some have sought to analyze values is surely well 
made, as is also his critique of the concept of ‘‘social 
control.” But instead of accepting Professor Knight’s 
mystical attitude toward human desires and purposes — 
and he gives us little or nothing in the way of concrete, 
specific suggestions as to how to study them from this 
approach — perhaps we may still proceed on the as- | 
sumption that psychology and social science will be able, 
by improvement of statistical and laboratory technique, 
by a more exhaustive collection of data, by better defini- 
tion of terms and formulation of problems, and by ac- 
curate reasoning, to render a scientific account of hu- 
man purposes and values.! 


Morris A. CoPpELAND. 
CorNnELL UNIVERSITY. 


9. Q. J. E., p. 402. 
1. For an attempt to treat purpose scientifically see E. C. Tolman, 
“Instinct and Purpose,” Psychological Review, vol. 27, pp. 217 ff. 











RAILROADS : RECENT BOOKS AND 
NEGLECTED PROBLEMS 


SUMMARY 


I. The qualities a textbook should have, 152. — Estimation of 
Vanderblue, 156; Jones, 156; Haney, 157; Miller, 159. — II. Neglected 
Problems: governmental problem, 160; division of through rates, 162; 
terminals, 163; physical geography, 164; other fields of transporta- 
tion than railroads, 165. 


I 


THE appearance of four general treatises ' in the field 
of transportation within less than two years is an indi- 
cation of the recent prominence of the railroad question 
in American public affairs. The events during and since 
the war have given rise to problems of such magnitude 
that marked activity in academic production was in- 
evitable. The concrete experience during the war itself; 
the Transportation Act of 1920 as a task of post-war 
rehabilitation; the perennial issues of valuation and of 
reasonableness of rates; the deadly competition of the 
motor truck, the bus and the private automobile; to- 
gether with the phenomenal changes in the technique 
of the industry — all invite and demand recognition. 
It is a fitting time, therefore, to take account of stock of 
the subject, so to speak, to mark tendencies, to note im- 


1. Eliot Jones, Principles of Railway Transportation (1924), pp. 607. 

Lewis H. Haney, The Business of Railway Transportation: Tariff- 
Rates-Regulation (1924), pp. 613. 

Sidney L. Miller, Railway Transportation, Principles and Point of 
View (1924), pp. 905. 

Homer B. Vanderblue and Kenneth F. Burgess, Railroads, Rates, 
Service, and Management (1923), pp. 488. 
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portant contributions, and especially to consider the 
adequacy of these several treatises to the particular 
ends held in contemplation by their authors. 

Two of these volumes are avowedly intended for 
textbook use, those namely by Jones and Miller. They 
deserve, therefore, to be even more rigidly judged by 
the standards applicable to works of this kind. The 
other two, by Vanderblue and Burgess, and by Haney, 
either by avowal or content, appear to be directed to 
more technical ends. They seek rather to serve the 
shipper or the professional railroad men, whether legal, 
traffic, or operating, as the case may be. 

The need for taking an account of stock in the trans- 
portation field is emphasized by both the merits and the 
shortcomings of this group of volumes. Especially is 
this true as expressive of the need of real textbooks in 
contradistinction to shippers’ guides and handbooks, 
investors’ manuals, treatises on legal practice before 
administrative tribunals, or volumes for the general 
reader. The multiplication of illustrative material and 
the wealth of information in recent years has been an 
incentive toward over-elaboration of detail in all books 
of this kind; while at the same time this multiplicity 
has distracted attention from the prime requisite of a 
clear statement of economic principles. A sound text- 
book should embody intellectual discipline other than 
mere memorizing. It should also stimulate the question- 
ing attitude of the student, through statement of fairly 
debatable propositions which, in the discussion, permit 
a weighing of evidence and a nice discrimination be- 
tween cause and effect. Otherwise stated, the ever- 
present danger in this particular field is of mere de- 
scription of what is, to the entire neglect of the impor- 
tant issues as to why it is and what it ought to be. This 
danger, commonly attendant throughout the entire 











154 QUARTERLY JOURNAL OF ECONOMICS 


field of descriptive economics, as distinct from that of 
economic theory, is further accentuated by the super- 
ficial attraction of timeliness. Treatises, whether in 
banking, foreign trade, labor, or transportation, how- 
ever excellent their statement of underlying principles, 
unless continually revised and kept up-to-date, may be 
supplanted by others which have at least the charm of 
the current topics class. Nor is the advantage of up-to- 
dateness merely superficial. In transportation, for ex- 
ample, the developments during the war and post-war 
periods have materially changed the nature of many of 
the most important problems. Many years ago the 
prime issue was of personal discrimination. Then local 
discrimination came to the forefront. Now, let us say, it 
may be the governmental attitude toward consolidation 
as contrasted with competition, or the underlying prin- 
ciple of the Act of 1920. Whatever the shift of emphasis, 
the earlier treatises, however excellent, must be kept 
up-to-date in order to be serviceable. Historically 
speaking, however, the converse is not true. A dead 
issue may still be as useful for purposes of economic 
analysis or explanation as if it still gave rise to leading 
editorials in the newspapers. But, irrespective of the 
date of publication, the fact remains that the first essen- 
tial for a good textbook is the minimizing of mere in- 
formation, and the clear statement and analysis of un- 
derlying principles. Illustration is, of course, always in 
order, if not indispensable. But one good example is 
enough. There is no need of multiplication. The book 
may appear less learned; but, on the other hand, it may 
have far more punch and drive for use with students, 
just by reason of its restraint and simplification in 
this regard. 

The danger of constant multiplication of economic 
detail in all sorts of general economic treatises may be 
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overcome, in part, by a search for broad generalization 
in place of particularity. In the field of principle, the 
reasons for things must, of course, be sought and if pos- 
sible set forth. But a certain generalization of state- 
ment, where principles are not necessarily involved, may 
sometimes most profitably take the place of infinite 
specification. In this chosen field of transportation, for 
example, such authors as Haney and Miller devote much 
attention to the description of all of the different rate 
territories throughout the country. And even Vander- 
blue, out of a wealth of material, tends at times to con- 
fuse the ordinary student or reader by a head-swimming 
particularity. Might we not, all of us economic writers, 
with profit sweep aside a great deal of this encyclo- 
paedic material, so suggestive of the old-fashioned Ger- 
man “‘System’’? The data, in large part, have no deep 
or abiding value. I doubt if a great deal of it, at the 
present time, has any significance for the traffic man- 
ager or the shipper; much of it has arisen either by 
chance in the course of time, or because of the very 
failure of some coérdinating authority to put an end to 
some outcome of individual advantage, now abolished. 

What, then, may one best do? First of all, of course, 
one might discard all of such baldly descriptive material 
as is set forth by Miller in several hundred pages — on 
administration, the powers of officers, the details re- 
specting passenger, mail, and express business, and a lot 
of accounting and statistics. Perfectly worthless for 
teaching purposes, all of this! It is mere padding, sug- 
gestive of that monumental mass of frippery and balder- 
dash in the late literary performance of L. F. Loree. 
But our problem for the moment is not with this entirely 
worthless material, but rather with that which seem- 
ingly involves matters of importance, while yet the dis- 
cussion, not being digested and critically stated, falls 
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far short of teaching anything. The American trans- 
continental rate problem in most of these books, Miller, 
Jones, or even Haney, is a case in point. The need is 
great for some discerning student to qualify and con- 
dense the exposition of this whole involved affair, even 
as, if a bit of personal achievement may be cited, my 
own analysis of the long-puzzling element of distance in 
trunk-line rate adjustment was handled now many 
years ago. The upshot, then, of this phase of the matter 
is the importance of broad generalization, so far as pos- 
sible, in place of the itemization which may be said to 
constitute a general fault of all of these writers now un- 
der examination. 

As among these four volumes; what about the su- 
preme test of originality, in contra-distinction to mere 
compilation, an orderly arrangement of well-known 
facts? In this regard the work of Vanderblue plainly 
leads. Several chapters dealing with the practice of rate- 
making are calculated to stimulate both an understand- 
ing and a further discussion of underlying economic 
laws. The chapters on the distance principle, the equal- 
ization principle, and the group-rate principle are 
substantial contributions, based upon accurate and 
technical observation and analysis. Yet the material, 
so valuable for the purposes of instruction, is so linked 
up in this particular volume with highly technical, and 
especially legal, data as to disqualify the book for gen- 
eral textbook use. Nevertheless, as a treatise on the 
economics of transportation, it is of much more distinc- 
tive quality than any of the others. 

The volume by Jones is refreshing and consistent be- 
cause of the singleness of purpose of the author. He 
evidently intends to offer it merely as a reliable text- 
book. He is not ambitious to evolve new theories. Nor 
does he seek to make the volume serviceable to the 

















RECENT BOOKS ON RAILROADS 157 





technical specialist. One seeks in vain for evidence of 
originality, either in statement or in arrangement. It is 
almost as if the author had written the volume for the 
sake of recording his studiousness in reading all of the 
readily available material on the subject. The merit of 
the work is that it is thoroly dependable — offering a 
worthy and well-balanced exhibit of the general stock- 
in-trade on railroading. The viewpoint is liberal; but 
on most moot points, whether of theory or practice, 
it is academically conventional throughout. Lucid in 
presentation, well ordered in arrangement — that is all 
there is to it. The result is probably the most service- 
able textbook on the subject. It marks a distinct ad- 
vance over the author’s earlier volume on the trust 
problem. That book was patchy, and largely descrip- 
tive. The particular shortcoming of this volume is the 
lack of evidence of any first-hand contact with the in- 
dustry. There is nothing evidential of having “‘lived”’ 
with the subject. The offering is book knowledge de- 
rived from sedulous examination of the official litera- 
ture. Perhaps what one misses most, after the lack of 
personality, is any comprehensive discussion of the 
problems of the future, so fundamental to the welfare 
of an outspread country like the United States. In 
neither Jones, nor Miller, for that matter, does the word 
“motor” appear in the text. 

The treatise by Haney approaches the subject ‘‘pri- 
marily from the standpoint of the consumer of railway 
service — the shipper.” The author avowedly steers 
‘‘a middle course between the purely theoretical treatise 
and the merely descriptive aspects of traffic and routes.” 
Unfortunately aiming midway between two targets, the 
shots go wild with reference to either one. The discus- 
sion of economic principles culminates, to be sure, in the 
attempted development of a new theory of rates. “‘The 
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thesis of this work is that the most practical, expedient, 
and economic railway rates are those which would be 
established by competition, if competition could work 
effectively in the railway business.’”’ Haney’s views on 
this point are already well known.? The development of 
the theory, however, especially in the present volume, 
seems a little labored; and, after all is said and done, 
appears affirmatory of the judgment passed upon it by 
the late Sir William Acworth. That is to say, the matter 
simmers down after all to the fact that in practice rates 
“find their equilibrium at about what the traffic will 
bear.”’ Haney’s technical mastery of railway practice 
finds expression in this volume in the detailed descrip- 
tion of such subjects as export and import rates, the 
evolution of the new “dry land” rate schedules in 
southern territory, and in the outline of terminal prob- 
lems. Evidently impressed with the significance of 
railway geography, he devotes undue space, perhaps, in 
one place to mere lineal lay-out, and in another to a 
catalogue of the various territorial rate divisions. This 
encyclopaedic treatment, altogether indigestible to the 
average student or the general reader, is somewhat 
alleviated by maps. And yet it must be asked whether 
such geographical gazetteering is worth while. One may 
also venture a protest against the reproduction of ex- 
tended statistical tables in volumes of this sort. And the 
criticism is applicable alike to many current books in 
other parts of the field of descriptive economics. It is as 
true of the inclusion of elaborate statistical tables re- 
garding strikes, their causes, etc., in a volume on labor 
problems, as of the appearance of similar exhibits re- 
specting the character of railway tonnage by territorial 
divisions. A very little of this sort of thing goes a long 


2. “Joint Costs with Especial Regard to Railways,” in this Journal, 
vol. xxx, 1916, pp. 233-255. 
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way. Such material occupies precious space, unless 
introduced, as sometimes happens, deliberately for 
purposes of padding. Tables of figures are inherently 
forbidding. They become almost immediately obsolete. 
They are meaningless without elaborate qualification in 
the text. The usual run of students ignores them by in- 
stinct. To administer the material sustenance, so to 
speak, imperceptibly through the body of the text is 
essential in the creation of treatises which shall be ap- 
pealing and stimulating, either to the ordinary student 
or the general reader. These observations, suggested 
by the outward appearance of Haney’s volume, are, as 
was just intimated, of wide application. They are 
directed no more at him than at the craft of economic 
writers as a whole. 

Professor Miller’s book is by far the least satisfactory 
of the four. There is evidence of painstaking compila- 
tion in spots, especially in the statement concerning 
transcontinental rates; but on the underlying principles 
there is little evidence of sustained analysis. Market 
competition, for example, fails to appear in the discus- 
sion of the theory of rate making. The whole treatment 
of rate-making theory, in fact, is confused. The item of 
joint cost does not appear in the index, the author even 
having the opinion that the “‘joint cost ‘bogey’ will be 
found to be largely a thing of straw” (p. 542). The au- 
thor is evidently an adherent of the cost-of-service prin- 
ciple. The volume, moreover, is particularly defective 
as respects finance. Such topics as valuation, reorgan- 
ization, no-par stock, construction finance, the provision 
of new capital, the actual experience in governmental 
regulation of the issue of securities, are most superficially 
considered. The style is never distinguished; and at 
times it is almost paltry, with “normalcy,” ‘‘trek,” 
“point with pride,” and ‘‘odorous” — this last with 
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reference to the reputation of Jay Gould. But most ob- 
jectionable of all are the several hundred among its 
thousand pages consisting of mere information, of the 
sort inculcated by correspondence courses or in evening 
schools, like the well-known money-making ‘“‘insti- 
tutes’? which cater necessarily to an undiscriminating 
clientele. Why devote page after page to the powers 
of administrative officers, elaborate description of the 
different services — freight, passenger, mail, or express? 
Why elaborately classify accounts, item by item, when 
‘‘maintenance”’ and “‘surplus”’ are not even to be found 
in the index — let alone any adequate discussion in the 
text of the principles involved? The arrangement, too, 
is defective. Finance jostles labor problems. The in- 
junction elbows receivership. There are all the ear- 
marks of premature publication; there is no awaiting 
the experience and the poise which are attained only 
after real mastery of a field. Again, why bother, for in- 
stance, with elaborate statement of the powers of State 
or other commissions, when it is so well known that the 
real effectiveness of legislation, as true in the field of 
labor as of transportation, really depends upon the 
quality of the men behind the guns? All told, one must 
adjudge with regret that this largest and outwardly 
most imposing volume on our transportation bookshelf 
is in fact the thinnest and the poorest of the lot. 


II 


There are certain significant omissions in all of these 
volumes, especially in those which are intended for 
textbook use. One of these is the political aspect of 
governmental regulation, as it has developed in the 
United States since the 70’s. The relationship between 
the common carriers and the State and Federal govern- 
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ment, by reason of the political activity of the railroads 
in the early days, cannot be ignored by any student of 
American affairs. From this point of view the study of 
railroad transportation becomes in effect one in Ameri- 
can government. To trace the early supremacy of the 
railroad ‘“‘machine,” both in the fields of state and na- 
tional politics, is essential to any proper understanding 
of much that has happened since. Nor can any student 
of government deny that the practical withdrawal of the 
railroads from political activity since the World War, 
yielding place to administrative control by the Federal 
government, has been one of the most wholesome de- 
velopments of the last generation. Critics of these vol- 
umes, particularly of Jones, may be disposed to deplore 
the treatment of the pass evil, personal discrimination, 
and the like, as topics no longer of importance. But the 
fact is that these were the means by which in the early 
days a political situation was created which could be 
cured in only one way, namely, by the utter submission 
of the carriers to rigid administrative control. Without 
such control there could be no political freedom in most 
of the separate commonwealths. And yet, while treat- 
ing of some of these matters technically, neither Jones 
nor the others seem to grasp the relationship in its 
broadest aspects. Is it indeed correct, with Miller, to 
characterize the legislation up to 1920, as “restrictive 
and punitive’? It was not constructive, to be sure! 
But was there not a political deadlock which had to be 
broken before anything constructive could ensue? Nor, 
on the other hand, do these authors wholly do justice to 
the railroad point of view. Too much emphasis is laid 
by all upon the mere provisions of statutes, to the neg- 
lect of the manner in which they were applied. Nowhere 
does one find the personal equation properly evaluated, 
as it manifested itself in the deplorable unfitness of so 
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many of the governmental agents entrusted with the 
enforcement of the laws. An adequate historical ac- 
count, on the one hand of the ramifications of railroad 
influence in politics and, on the other hand, of the dis- 
honesty and inefficiency of state agencies, remains yet 
to be written. There is abundance of material which has 
not yet found its way into print. None of these authors 
has added anything to our knowledge of the subject. 

Another topic of first-class importance which is not 
yet understood, nor as yet adequately treated in any 
existing volume, is that of the division of through rates 
as between a number of connecting carriers. The entire 
discussion of rates, whether in theory or on the practical 
side, has to do with the single and undivided total. But 
on the ins and outs arising from the division of this 
total among numbers of connecting carriers, there is 
absolutely nothing. The consolidation proceedings 
since 1920 have for the first time placed in the record an 
abundance of data. Take as an illustration the New 
England carriers. Many persons fail to understand how 
a number of railroads, each in and of itself weak finan- 
cially, may become strong through consolidation into a 
single group. The answer.is that if, by reason of con- 
solidation, they are able to extort a larger and perhaps 
more equitable division of the through rates into and 
out of their territory, they may thereby entirely trans- 
form their status. It is all-at bottom a question of bar- 
gaining power. Or, if you please, take the group of 
carriers now contending among themselves with refer- 
ence to the division of transcontinental rates at the 
Missouri River gateways. The carriers east of Omaha, 
to be specific, being many and necessitous for business, 
are confronted at the river with but a single carrier from 
the west, the Union Pacific. Both the mathematics and 
the economics of the situation, whereunder the through 











RECENT BOOKS ON RAILROADS 163 


transcontinental rates are divided east and west of this 
nodal point, are interesting and theoretically important. 
They may affect profoundly the financial standing of 
all of the carriers concerned. Yet the textbooks devote 
all of their attention to the total through rates, entirely 
forgetting that it is in fact the portion of this through 
rate falling to each and every one of the single com- 
panies which determines whether it shall be self-sup- 
porting or not. In other words, the distinction is at once 
raised between rate reasonableness, as a whole, and rate 
reasonableness to each and every one of the roads be- 
tween which the total has to be apportioned. Their 
status, in fact, under the re..sonableness clause of the 
Act of 1920 rests just as much upon the principles un- 
derlying the division of rates as upon the factors which 
determine the total through rate. Yet of this other half 
of the subject there is almost no hint in any of the trea- 
tises here under consideration. Nor do any of the au- 
thors apparently even suspect the interrelation between 
routing and rate division. Until the intricacies of rail- 
road diplomacy in the field of rate division are placed 
upon record, this is perhaps inevitable; but a most 
significant gap in our knowledge and treatment of the 
subject surely exists. 

Another significant hiatus in all of these treatises is 
the inadequate appreciation of the importance of ter- 
minal problems. Everybody busies himself with de- 
scription and analysis of rates as if they were all ‘‘out 
on the line.” These writers all ignore the wastes and 
inefficiencies which have-to do with the assembly and 
the final delivery of goods to the consignee under a com- 
petitive régime. The truth about the matter was well 
expressed by Professor Daniels in his recent Harvard 
lectures, presumably inspired by a long experience on the 
Interstate Commerce Commission, that ‘‘the heart of 
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the railway question is found in the terminal situation.’”* 
Such also was the conclusion reached by the late Direc- 
tor General of the Federal Railway Administration in 
his analysis of existing conditions. Mr. Hines was most 
emphatic, in his Harvard lectures, that the most fruitful 
field for analysis as well as for operating economies in 
future would have to do with terminal developments. 
Yet only one of these four volumes does so much as to 
brush the topic. Haney makes a rather ineffective stab 
at it. Nowhere may one find any discussion at all of 
such topics as reciprocal switching, closed and open 
terminals, interchange operation, and especially unifica- 
tion of terminals. One of the great achievements of the 
war period was, to quote Professor Daniels once more, 
“the transformation of separate and closed terminals 
into open terminals under unitary operation.”” What is 
Chicago striving to bring about, already so successfully 
achieved at St. Louis? What is the Port Authority of 
New York seeking to attain? What was the significance 
of the Chicago Junction Railway decisions, both of the 
Interstate Commerce Commission and of the Supreme 
Court of the United States? Surely it is a serious matter 
that none of these authors pays any considerable atten- 
tion to a matter of such immediate consequence. 

Also, it is regrettable that there is not in some of these 
volumes, at least, more of a certain sort of geography. 
Not geography of rate territories as set forth by Haney, 
nor a meaningless catalogue of individual railroads, sec- 
tion by section, throughout the country, as in Miller; 
but rather of the underlying physical geography of the 
United States which has created the great trade routes 
by rail. The final map in my report on Consolidation of 
Railroads might readily enough be made significant to 


3. Professor Daniels’s paper in this Journal, vol. xxxviii, p. 361 (May, 
1924). 
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economic students. Everybody knows, of course, the 
prime reasons for the location of New Orleans, New 
York, and San Francisco. But when it comes to Atlanta, 
Indianapolis, or Denver, especially in their relation to 
the common carriers of which they are a focus, the 
economic causes of their prominence are less imme- 
diately patent, yet not less foreordained by nature. Or 
again, still speaking of geography, the relation between 
the physical layout of individual railway systems and 
their efficiency and profitableness of operation, as I 
sought to describe it at the recent Washington session 
of the American Economic Association, seems not with- 
out significance. Experience over a fairly broad range 
of social and economic phenomena brings me back con- 
tinually to the importance of physical environment as a 
factor in human affairs. It may perhaps be objected 
that such matters pertain rather to commercial geog- 
raphy than to transportation. But I am more and more 
inclinec to dovetail the two topics into one another all 
along the line. 

And finally, a general query presents itself. How far 
should the ideal textbook or treatise in transportation 
confine itself to the narrow field of steam railroading? 
The present situation is that railroads and transporta- 
tion, in academic nomenclature, are treated as practi- 
cally synonymous. And yet outside the field of the 
steam common-carrier on land, there lies the great do- 
main of carriage by water, and of course, on the open 
road, by the trolley lines and latterly by motor bus and 
truck; and who shall dare to deny, in due season, even 
by the aerial routes. In and through all of these differ- 
ing forms of carriage of persons and of goods, there runs 
the common element of distance as a factor in produc- 
tion. The relation, in other words, of cost of carriage to 
that of production on the spot is the keynote of the 
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whole business. From that there springs the whole mat- 
ter of the geographical delimitation of markets. No bet- 
ter concrete illustration, perhaps, of the involvement of 
carriage cost and production cost could be cited, re- 
cently, than that of the ‘‘ Pittsburgh plus”’ price policy 
of the United States Steel Corporation. Professor Fetter 
has latterly initiated a discussion of this in its relation to 
economic theory. Nor is the matter one confined within 
the domain of domestic trade. The phenomenon of 
dumping is just as much an element in the competition 
of the “neighborhood” tradesman threatened by the 
competition of the great merchandising combination, 
as it enters into the international competition of Ger- 
many with the United States or Great Britain. It may 
well be left to the imagination how much more illu- 
minating and intellectually stimulating such broad 
issues as these may be, objectively speaking, than mere 
formal classification of the various artificial rate struc- 
ture areas in the United States, as set forth in so many 
of these volumes under review. Possibly, in fine, some 
economic writer may in due season set himself the worth- 
while task of revamping the entire presentation of the 
economics of transportation, to the end that it may 
rise above the present plane of treatment into the more 
subtle, refined, and general one of sheer economic 
ratiocination. 

WituiraM Z. RIPLey. 
Harvarp UNIVERSITY. 














REVIEW 


EDGEWORTH’S PAPERS RELATING TO 
POLITICAL ECONOMY! 


Tue many friends and admirers of Professor Edgeworth 
will be pleased to find his numerous and brilliant papers on 
Economics assembled in book form, after having already 
seen them, from time to time, in the Journal of the Royal 
Economic Society, of which he has been the distinguished 
editor from the beginning, in 1891. 

The first of the three volumes covers the subjects of (1) 
Value and Distribution, (2) Monopoly, and (3) Money; the 
second is devoted to (1) International Trade, (2) Taxation, 
and (3) Mathematical Economics; while the third volume 
consists simply of Edgeworth’s Reviews of other people’s 
works. There is confessedly little unity in the collection, as 
the author’s writings have had so wide a range. Even as it 
stands, it does not include his chief statistical contributions, 
altho it includes a few papers distinctively on Economics from 
the organs of other learned societies. On the other hand, there 
are omissions of some papers which appeared in the Journal 
of the Royal Economic Society, because (in a few instances) 
the author has since discovered errors in his reasoning, or be- 
cause the papers are “too intricate,” or because they were 
merely short book notices. 

Volume I opens with the author’s inaugural lecture de- 
livered in 1891 on the occasion of assuming the Professorship 
of Political Economy at Oxford. Entitled “‘The Objects and 
Methods of Political Economy,” it reflects the author’s in- 
terest in mathematical method and his catholic academic 
attitude — that of a teacher rather than a preacher — as well 

1. Papers Relating to Political Economy. By F. Y. Edgeworth, 
Emeritus Professor of Political Economy at the University of Oxford. 


Published on behalf of the Royal Economic Society by Macmillan and 
Company, London, 1925. Three volumes. 
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as his notable open-mindedness, which indeed sometimes 
goes to the verge of skepticism and indecision. The second 
paper, on Distribution, consists of the lectures delivered at 
Harvard University in 1902, and published in the Quarterly 
Journal of Economics in 1904. This learned dissertation 
makes copious references to Marshall, Taussig, Mangoldt, 
Clark, Cairnes, Pareto, Walras, Barone, etc. The author 
maintains that the principle of marginal productivity is in- 
adequate, and even goes so far as virtually to ridicule Wick- 
steed’s efforts to coérdinate all distribution on this principle. 
These efforts seem to him to run the principle into the ground 
by requiring conditions impossible of attainment. Edge- 
worth’s theory gives more express recognition to the risk ele- 
ment than is common in writings on Distribution, thus point- 
ing the direction, the reviewer believes, toward the next great 
step in the discussion of Distribution problems. The third 
essay is on the Laws of Increasing and Diminishing Returns; 
the fourth, on the Use of Differential Prices in a Régime of 
Competition. In the last named, an argument is put forward 
to show that discrimination between customers is, in general 
in a régime of Monopoly, advantageous to both buyer and 
seller and may be so even under competition. The last- 
named possibility is evidently intended as one of those curi- 
osities which Professor Edgeworth delights to discover. Pro- 
fessor Edgeworth has always seemed too modest in refraining 
from any attempt to re-lay the foundations of Economic 
Science, such as has been undertaken by so many writers of 
much lesser caliber. He wishes to add to structures already 
formed. In consequence he has devoted a large share of his 
attention to what is relatively unimportant and unlikely to 
have practical application. 

The next essay, on the Theory of Monopoly, is a translation 
from his article in Giornale degli Economisti, 1897, which it- 
self was translated from an original English copy now lost. 
The central idea of this essay is to show that, under certain 
circumstances, the problem of monopoly is indeterminate. 
On this question he criticizes Cournot, in spite of his admira- 
tion of Cournot’s mathematics in general. In the article on 
Railway Rates, Edgeworth’s theories of Monopoly again 
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have important applications. He is particularly interested 
in the problem of competitive rates on through traffic when 
there are monopoly rates for intermediate traffic. He tells us 
he would have returned to this subject but for the War. 

The last section of the first volume, devoted to Money, 
occupies half of the entire volume. It begins with a long arti- 
cle on Measurement of Change in Value of Money, which 
consists of the first and third of the three famous memoranda 
on this subject presented in 1887, 1888, and 1889 to the British 
Association for the Advancement of Science. Here is one of 
Professor Edgeworth’s favorite subjects, and here he does 
very distinctly lay foundation stones, rather than merely 
study curiosities of thought. Nevertheless, even in this im- 
portant and semi-practical realm, there is still evident his 
strong tendency to consider academic possibilities, side by 
side with his desire to cut Gordian knots for practical pur- 
poses. Much attention is given to the apparent conflict be- 
tween the Commodity Standard and the Labor Standard, and 
on page 207 is a schedule indicating, under fourteen sub- 
divisions, the various possible standards. More, perhaps, 
than any other writer, Professor Edgeworth brings into the 
discussion of Index Numbers the motif of Probability, one of 
the many subjects of which he is master. In his Tests of Ac- 
curate Measurement will be found his well-known advocacy 
of the Median. Under Variorum Notes on Index Numbers he 
expresses the hope that the Labor Standard and Commodity 
Standard may, after all, not be so far different as to give con- 
cern to those who, like the reviewer, advocate Monetary 
Stabilization. In his Evaluation of the Metallic Currency, 
Professor Edgeworth discusses the various methods — those 
of Newmarch, De Foville, F. C. Harrison, Jevons, Shirras, 
and Palgrave — for estimating metallic circulation. From 
' the closeness of the results of various calculations he believes 
that it is often possible to make these calculations with “quite 
the rigour of Physical Science.” The volume closes with a 
discussion of bimetallism, including Marshall’s symmetal- 
lism, which the author illustrates by a mechanical representa- 
tion borrowed (with most courteous acknowledgment) from 
the present reviewer’s Mechanics of Bimetallism. 
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Volume II begins with The Pure Theory of International 
Values, originally published in 1894, in which the author 
criticizes Mill, Cairnes, and Sidgwick. His original criticism 
of Bastable is withdrawn because of the conviction, after 
Bastable’s reply, that the author was in error. Next come 
papers on Taxation. One of Professor Edgeworth’s favorite 
fields in his search for economic curiosities is that of Taxation. 
He shows that, even in a régime of competition, sometimes a 
tax on one of two related articles may cause the price of both 
articles to fall! Another paradox is that a tax on both of two 
commodities (which are partial substitutes for each other) 
may benefit the producer of one of them! But the discussion 
of taxation is not confined to paradoxes. There is included a 
discussion of the fundamental principle of good taxation, and 
especially of the distinction between ‘minimum aggregate 
sacrifice” and “equal sacrifice” as well as “ proportional sacri- 
fice’; altho here, as in so many cases, the outcome is incon- 
clusive. A paper on Urban Rates answers a questionnaire of 
the Royal Commission on Local Taxation at the end of the 
last century. It displays the evident struggle between the two 
Edgeworths, the academic theorist and the striver for practi- 
cal progress. Graduation of Taxes and Formulae for Graduat- 
ing Taxation study the various empirical formulae for a 
progressive Income Tax. 

The section on Mathematical Economics, which closes the 
second volume and occupies over a third of it, begins with the 
Presidential Address before Section F of the British Associa- 
tion in 1889, in which he defended Mathematical Economics, 
in those days a curiosity. It was in that same year that the 
reviewer first became interested in the subject, and only a 
short time afterwards that he made the acquaintance of Pro- 
fessor Edgeworth, and with him fought the common cause of 
Mathematical Economics. To-day, thanks largely to Pro- 
fessor Edgeworth, the battle seems to have been won. At any 
rate few, if any, would venture now to challenge the usefulness 
of mathematics in Economics and Statistics and propose a 
return to the old literary forms. But in those days, even dia- 
grams were regarded with suspicion and as useless pedantic 
paraphernalia. 
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Perhaps Edgeworth’s most characteristic contribution in 
the field of Mathematical Economics is his Application of 
Probability to Economics. This not only is the title of one of 
his essays, but represents much of the subject matter of 
others. In fact, the three subjects in which Professor Edge- 
worth has most discussed fundamentals rather than curiosi- 
ties are Mathematical Method, Probability Theory, and 
Index Numbers. 

The third volume contains 75 Reviews. They begin with 
one on the Scope and Method of Political Economy of John 
Neville Keynes (father of J. Maynard Keynes), and include 
reviews of Marshall’s Principles of Economics, Béhm-Ba- 
werk’s Positive Theory of Capital, Bastable’s Public Finance, 
Clark’s Distribution of Wealth, Leonard Darwin’s Bimetal- 
lism, H. G. Wells’s Anticipation, Sir Horace Plunkett’s Ire- 
land in the New Century, Carver’s Theory of Distribution, 
Taussig’s Present Position of the Doctrine of Free Trade, 
Mitchell’s Prices and Wages under the Greenback Standard, 
Withers’s The Meaning of Money, and various other writings 
by Sidgwick, William Smart, Bortkiewicz, Pareto, Sidney and 
Beatrice Webb, L. L. Price, J. S. Nicholson, N. G. Pierson, 
Grasiani, Bonar, Hollander, Gide, Cannan, Pigou, Bowley, 
Dieztel, Cuninghame, De Foville, Andreades, Colson, Ashley, 
Hammond, Sombart, Stamp, Lehfeldt, Mrs. Faucett, Moul- 
ton, Phillips, Loria, Cassel, the present reviewer, and others. 
The array is imposing. 

No reader or consulter of these volumes can fail to see how 
able a writer and thinker is the author, to say nothing of his 
erudition. Few writers have so consistent a record for break- 
ing new ground themselves, and for generously recognizing 
the work of others. The three volumes will doubtless con- 
stitute the important monuments of Edgeworth’s life, along 
with his masterly editorship of the Journal of the Royal 
Economic Society from which, for the most part, the volumes 
are constituted. 


IrvING FISHER. 
Yate UNIvErsItyY. 








NOTE 


“SUPEREST AGER” 


In a note, “Superest Ager,” in this Journal for May, 1925, 
Mr. W. C. MacLeod attempts, by an a priori application of 
Malthusian doctrine, to disprove the probability of the exist- 
ence of free land in the early stages of social development. 

The point at issue is academic, recalling the famous his- 
torical controversy which raged in the 1880’s and 1890's 
around the conflicting views of Kemble and von Maurer 
versus Seebohm and Fustel de Coulanges, concerning the his- 
torical reality of the early German communal mark. The 
question has not always been entirely academic, however, for 
there have been socialists who imagined that proof of the 
early existence of free land, or of communal land holding, 
would be argument for the nationalization of the land to-day; 
indeed the position of the extreme single taxers implies the 
assumption of an early period when all land was free. It was 
naively assumed that because land was formerly not privately 
owned it should not be to-day. Mr. MacLeod takes the other 
extreme — the view that since free land is virtually impos- 
sible to-day it has always been so, by reason of population 
pressure. Both views indicate some deficiency in historical 
perspective and in understanding of the principle of economic 
relativity. 

Mr. MacLeod specifically denies the validity of the reason- 
ing of Malinowski, Hobhouse,' and Oppenheimer as to the 
relation between land appropriation and the development of 
slavery and class systems. It is of the “nature” of popula- 
tion [he says] to increase beyond the capacity of the people, 
in a given state of the arts, to obtain food. ‘‘ There is [further- 

1. Mr. MacLeod’s reference is to L. T. Hobson — an obvious mis- 
print for L. T. Hobhouse. 
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more] nothing in the facts of primitive life which would indi- 
cate that any tendency or situation other than this has nor- 
mally obtained in the early stages of human development. . . . 
There is no reason to believe that among primitive groups 
war, voluntary abortion and infanticide, and the like, nor- 
mally kept population below the point where the Malthusian 
checks were socially indispensable, or where all land — the 
existing state of the arts considered — was not exhaustively 
utilized.” 

Several comments suggest themselves concerning state- 
ments of this kind. In the present state of anthropological 
knowledge it is rather daring to indulge in such sweeping 
generalizations. Just how are we to know that infanticide was 
“universal,”’ how prevalent it was, or that it was ‘‘economi- 
cally motivated”? How does Mr. MacLeod know that “all 
land was exhaustively utilized”? He adduces no evidence 
save his reference to the “nature” of population growth. 

Here, surely, is a naive application of eighteenth-century 
metaphysics. It is curious to see a careful student of social 
evolution, like Hobhouse, taken to task and accused of falla- 
cious assumptions on such ground. Malthus himself would 
have been slow to countenance any such crass use of his 
“principle.” It is true that Malthus, in the second edition of 
the Essay, attempted to show that his positive checks were 
operative in all stages of culture upon which he could obtain 
information; but reliable data on primitive society were 
largely lacking in 1803. Certainly he sought concrete evi- 
dence, finding the a priori argument from “nature” or “ten- 
dency”’ unconvincing to skeptical critics. Surely, economic 
history to-day will not gain in objectivity if we are to admit to 
its methods of research metaphysical and dogmatic inferences 
from “nature.” To argue that an early redundancy of land 
was impossible because it is the ‘‘nature’’ of population to in- 
crease in geometrical ratio is on a par with saying that a 
vacuum is impossible because “nature” abhors it. 

It is worthy of note that Carr-Saunders in his recent book ? 
fills several hundred pages with data from which he endeavors, 


2. The Population Problem, A Study in Human Evolution, 1922. 
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unsuccessfully, I think, to substantiate the exact opposite of 
the conclusions reached by Malthus and applied without 
question by Mr. MacLeod. Carr-Saunders believes that 
throughout history and pre-history man has aimed to main- 
tain the optimum relation between population and resources 
and has in the main succeeded. Infanticide, lack of care of 
children, pre-pubertal intercourse, here and there contracep- 
tion, as well as war, famine, and disease, have codperated to 
keep the population not at, but below, the limits of sub- 
sistence. As I have elsewhere suggested,* Carr-Saunders’s 
“optimum ”’ looks, on critical examination, suspiciously like 
a subsistence limit; but his conclusions and the data on which 
they are based should at least have fair consideration before 
we conclude that the “nature” of population has precluded, 
from the first, any redundancy of land. 

Even a cursory dip into the concrete data of culture history 
should suffice to convince one that land was not always fully 
appropriated and utilized, and that factors other than limita- 
tion of subsistence kept the population, at times and among 
some peoples at least, below the numbers the available re- 
sources and the prevailing state of the arts could have sup- 
ported. The vagaries of primitive logic and tradition found 
reasons other than limited food supply for infanticide and for 
taboos and regulations with regard to marriage and procrea- 
tion.‘ 

Mr. MacLeod affirms that modern writers fail ‘to take 
into account the fact that, so far as population and the arts 
go, a region may present aboriginal conditions and yet, by 
reason of the introduction of new diseases and new vices, 
represent other than normal aboriginal relation between 

3. American Economic Review, March, 1924, pp. 142, 143. 

4. Professor A. L. Kroeber’s monumental Handbook of the Indians of 
California, just published (Washington, Bureau of Ethnology Bulletin 
78, 1925), contains much of interest in this connection. See especially 
his exhaustive study of the culture of the northern California tribes — 
the Yurok, Karok, Wiyot, Maidu, etc. The California data indicate that 
incidental slavery and some approach to class differentiation may exist, 
among primitive peoples, even where land is not all privately possessed. 


On the other hand they give little support to the view that “savage” 
tribes are always on the verge of starvation. 
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resources and population,” and hence that whites coming into 
contact with the aborigines through advancing settlement, 
may find a population below the normal numbers, and the 
land supply consequently redundant to the subsistence needs 
of the natives. But is there anything in the early accounts of 
the South Sea Islands, for instance, to indicate that their 
population was at the subsistence limit? § Going further back, 
what are we to say of the population-land relation during 
those several thousand years it probably took the ancestors 
of the American Indians to spread from Behring Strait to 
Cape Cod and Patagonia? Was there no free land then? And 
were slavery and sharply defined classes common? ¢ 

Finally, let us ask if there is not some evidence as to the 
general incompatibility between free land and the existence of 
classes in the social history of the American population during 
most of the period of westward expansion. It has long been 
the belief of historians and sociologists that our “‘limitless”’ 
public domain, a slice of which any man with initiative could 
have for the asking, was until about 1890 one of the main 
causes of the comparative absence of a class system in this 
country.’ Perhaps this belief must be given up, but if so, it 
would seem that we should have a better reason than an im- 
puted metaphysical “nature” of population. 


A. B. Wore. 


Oxnro SratTe UNIVERSITY. 


5. Readers of Herman Melville’s Typee, for instance,—an entertaining 
account of his sojourn among the cannibal natives of the Marquesas in 
1842, — will not gain the impression that much of the land was reaily 
occupied or utilized, or that these people had to worry about subsistence. 
And at this early date the Marquesans had not had enough contact with 
whites materially to reduce their numbers. 

6. Bearing on this general subject is Mr. MacLeod’s article, “Debtor 
and Chattel Slavery in Aboriginal North America,’ American Anthro- 
pologist, July, 1925, pp. 370-380. 

7. Cf. F. M. Taylor, Principles of Economics, 1921, p. 366. 
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